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What Industrial Accounting Should 


Mean to the Executive" 
By Stantey G. H. Fitcn 


The title selected for this address suggests two relative 
thoughts; first, What is industrial accounting? second, What 
classes of executives are concerned with industrial accounting? 
Industrial accounting includes general financial accounts, subsidi- 
ary but codrdinated cost accounts, production and sales records 
and business statistics. The executives concerned with industrial 
accounts comprise not only business executives who formulate the 
policies and direct the operations of manufacturing and merchan- 
dising enterprises, but also the executives of banks that lend their 
depositors’ money for borrowers’ current requirements, and the 
heads of banking firms that finance borrowers’ permanent capital 
requirements through the sale to investors of corporate securities. 
Consequently industrial accounting will not be restricted in its 
application to any single phase of business operations, but will 
be approached from the viewpoint of those business executives 
who are directly interested in the results: disclosed through such 
accounting, and also from the viewpoint of other executives act- 
ing on behalf of those indirectly interested, who may be widely 
diversified, yet vitally concerned in such results. 


SCOPE OF INDUSTRIAL, ACCOUNTING 
A well-rounded system of industrial accounts furnishes the 
best barometer of business and should embrace records which 
may be generally classified under three main divisions, viz: 
(1) General books of account from which condensed finan- 


cial statements may be prepared periodically, showing 
the financial condition and operating results. The bal- 


* An address delivered at the seventh annual meeting of the Associated Industries 
of Massachusetts, Boston, October 18, 1922. 
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ance-sheet, which sets forth the status of the company’s 
financial condition at stated dates, and the profit-and- 
loss statement, which accounts for the changes in finan- 
cial condition between two balance-sheet dates, are the 
standard financial statements whick do not require ex- 
tended comment at this time. 


(2) Cost accounts under the control of the general books, 
together with relative production records. The cost 
accounts should be designed to make available compari- 
sons (such as by units of product), in such detail as 
may be necessary to disclose the causes for variations 
upward or downward. Standard costs in comparison 
with actual costs frequently give more significant infor- 
mation than a mere examination of actual costs which 
may have been incurred under abnormal conditions. 


(3) Subsidiary books and records codrdinated with the gen- 
eral books and under their control, from which state- 
ments containing analytical and comparative informa- 
tion in support of the major statements may be prepared. 
The analytical statements should be designed to show 
such information as may be required to set forth in de- 
tail the essential and significant facts of the business 
operations. For example, a comparative analysis of 
sales classified according to lines of product by territories, 
or by salesmen, reflects the trend of the business as 
affected by local or national conditions, seasons, varia- 
tions in energy or efficiency of the sales force, etc. A 
similar analysis of selling expenses in conjunction with 
the sales analysis indicates whether or not variations in 
such expenses follow the variations in business done 
and permit the necessary investigations in case the results 
appear to be doubtful or illogical. Statistics of produc- 
tion should also be developed upon similar lines. 


In every bratch of industrial accounting codrdination should 
be the watch-word. This is particularly true of cost accounting. 
Mere statistics, which are not reconcilable with nor controlled by 
the financial books, are unreliable and frequently lead to erroneous 
conclusions which inevitably result in disappointment or disaster. 
The value of a cost accounting system may be measured directly 
in terms of the quality of information furnished, the clarity with 
which it is presented and the speed with which it is made avail- 
able. The study of ancient history may be of some interest to 
posterity, but in relation to present results of business operations 
it is of little value to an inquiring executive. 
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CoOPERATION IN BusINESS BASED ON CONFIDENCE 


With reference to the subject of this paper, a successful 
manufacturer was asked the question, “What does industrial 
accounting mean to you, a manufacturing executive?” His im- 
mediate reply was, “A well-rounded system of industrial accounts 
forms the foundation of that confidence in the soundness of the 
business which is essential to the success of any enterprise. That 
confidence must be shared by the general manager and his direc- 
tors; by the factory manager, the sales manager, and the banker.” 

In order that a general manager may be assured that his 
confidence is not misplaced, he must satisfy himself as to the 
ability and integrity of his accounting personnel, entrusted with 
the development of accounts and the compilation of statements 
submitted to him for guidance. He must satisfy himself, either 
by personal insight or by assurance from authoritative quarters, 
that the methods of accounting followed are sound in principle 
and efficient in operation, and, having in mind the thought that 
costs submitted to him will determine to a large extent his selling 
policy for the ensuing fiscal period, he must know the basis upon 
which the costs have been computed. 

To be specific with regard to data submitted relating to costs 
and cost estimates, the executive should know the basis upon 
which materials included therein have been charged, that is, 
whether at cost or at market, and whether materials consumed 
show on that basis a profit or a loss. In times of unsettled labor 
conditions, he must know whether labor charges included in the 
cost computation represent current rates of pay or rates antici- 
pated as payable at the date when the product is to be manu- 
factured. In respect to overhead expenses included in cost, he 
must understand whether such overhead represents a normal 
charge arrived at on the basis of normal production in a period 
of normal business, or whether the amount so charged represents 
an abnormal overhead under abnormal conditions. 

Once having assured himself that his accounting methods 
and the resulting financial statements are fundamentally sound, 
a general manager is enabled to deal confidently with other mem- 
bers of his organization on the basis of the results reported. The 
production manager, if called to account for an apparent shrink- 
age in production and consequent increase in production costs, 
cannot then fall back upon the time-worn excuse that he believes 
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the figures are not correct, because from past experience he must 
share the general manager’s confidence in the accuracy of the 
production and cost reports and must undertake wholeheartedly 
to improve the operating efficiency of the factory. 

A sales manager knows that the product of the factory must 
be sold at a fair margin of profit if a business is to succeed in 
the long run. But sales managers, too often, are prone to believe 
that factory costs reported to them have been inflated for the 
purpose of forcing up selling prices, so they claim they cannot 
meet competition, based on rival manufacturers’ alleged costs 
which may be wholly inaccurate. Therefore, confidence of the 
general manager in his accounts begets confidence on the part 
of his salesmen, who, in adopting a new viewpoint, go out to sell 
on the basis of quality rather than on that of price alone. 

Another phase of this subject is presented in the case of 
proprietor-managers, who own or control substantially all of a 
corporation’s stock, as distinct from those executives whose indi- 
vidual financial interests lie chiefly in their salaries, plus, possibly, 
a percentage of profits. In the former instance a proprietor- 
manager may be satisfied with general information supplemented 
by his own intimate knowledge of the business acquired through 
years of close contact. In the second instance, however, much 
greater detail in statements and reports may be required for 
submission to directors and stockholders to whom the executives 
are ultimately responsible. 

In his relations with banks, the treasurer of a corporation 
usually lays before the banker an annual statement of financial 
condition and profit and loss. If he also presents monthly state- 
ments of operations, the banker is immediately inspired with con- 
fidence in the conduct of that business, for he sees that its execu- 
tives know currently the trend of the business and have informa- 
tion upon which to act promptly in the conduct of its affairs. The 
banker sees that in the case of such a borrower the antiquated 
system of determining profits and financial condition annually or 
semi-annually through a physical inventory, with the consequent 
possibility of continued losses remaining undetected for many 
months, has given way to progressive and efficient methods of 
currently accounting for profits or losses so that little is left to 
chance or guess-work. 

While a business executive may be expected to know the de- 
tails of his own particular line better than any outsider, neverthe- 
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less a banker is in position to ascertain in a broad way the general 
trend of the market for basic materials and commodities. The 
banker knows that in periods of depression enormous inventory 
losses have to be taken if merchandise is to be marked down to 
“market,” and he well knows the significance of the familiar 
phrase “cost or market, whichever is lower,” as applied to in- 
ventory valuations. When under such conditions, he sees that a 
borrower’s balance-sheet clearly shows that such losses have been 
taken courageously, his confidence in the sound business judgment 
of the borrower remains unshaken. But if he finds that a bor- 
rower’s inventory has been valued at cost in the face of a falling 
market, a doubt at once arises in his mind regarding the wisdom 
of the manager. 

Consideration must also be given to the banking-house execu- 
tive who is charged with the responsibility of recommending to 
his customers the securities of the enterprise which he finances. 
Such an executive cannot usually examine minutely the account- 
ing methods and the details supporting the financial statements 
presented to him, but he does scrutinize the periodical or monthly 
statements of operations which are placed upon his desk and his 
decisions result from the confidence, or lack of it, which he may 
feel with respect to the officers of such companies and their 
organizations. 

In the structure of mutual confidence upon which sound 
business relations are built, it may not be out of place to refer 
to the increasing need for public accountants as advisors of their 
clients. The progressive executive requires not only audits and 
certification of annual statements, but he also welcomes unbiased 
investigation of his accounting methods and systems. Expressed 
in other words, such an executive has his methods as well as his 
accounts audited, and while he may not have opportunity for 
close personal contact with the details of his accounting system, 
he comes to rely with confidence upon his accounting adviser in 
order that efficiency and economy, and the application of correct 
principles, may continue to characterize the work of his account- 
ing organization. 

COORDINATION OF COST ACCOUNTING WITH CONTROL 
OF INVENTORIES AND PRODUCTION 


The significance of industrial accounting is perhaps well re- 
flected in recent comments by the head of a prominent manufac- 
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turing concern. He stressed particularly the value of cost ac- 
counting when accompanied by adequate physical control of raw 
materials, work in process and finished product; and it must be 
admitted that cost-accounting systems, otherwise carefully 
planned, have proved deficient because they failed to provide con- 
trol over physical stocks through the medium of adequate store- 
rooms, store records and production records. 

In an admirable booklet on Perpetual Inventory and Stores 
Control recently published by the fabricated production depart- 
ment of the Chamber of Commerce of the United States, the con- 
clusion, amply supported in detail, is irresistibly drawn that an 
efficient stores or perpetual-inventory system, and that alone, will 
provide for— 


1. Sufficient material to meet production requirements so 
that production shall at least not be checked by a lack 
of necessary material. 

2. A minimum investment in inventories, which is of impor- 
tance. 

3. An orderly and accessible arrangement of material and 
the physical safeguarding of material from the ele- 
ments and from theft. 

4. The elimination of the burdensome and inaccurate annual 
physical inventory. 

5. A monthly closing by giving the amount and value of 
material on hand at any time. 

6. An invaluable record in case of fire loss. 

7. A safeguard against the accumulation of obsolescent ma- 
terial. 


A perpetual inventory will show the past and present con- 
sumption of material, will allow for a revision of the quantities 
of material carried in meeting fluctuating market and production 
conditions, and will indicate the items that are slow moving, over- 
stocked or non-standard. 

A statement sometimes made, that “detailed costs cannot be 
obtained, the operations are too complicated and the shop would 
be swamped with clerical work,” is always a challenge to the man 
who knows he must have accurate costs; and he usually can ob- 
tain what he needs as the result of simplified and more efficient 
factory operation. For example, in planning a cost system where 
costs distinguishing separate operations had to be ascertained 
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for articles involving continuous flow through successive depart- 
ments, it was alleged to be impracticable to determine such costs 
owing to the involved routing of the articles produced. However, 
it was amply demonstrated in such instances that an analysis of 
the manufacturing operations showed useless and inefficient move- 
ments of stock, so that through re-routing of orders, or rearrange- 
ment of departments, the movements of stock were simplified, 
while efficiency in manufacturing operations was attained, quite 
incidental to the development of an intelligent cost-accounting 
system. 

Another significant fact has developed in the experience of 
manufacturers, viz., the dominance of the sales manager in cer- 
tain organizations. He often feels that he alone knows what can 
be sold to the company’s greatest advantage and bases his opinion 
upon demands by the trade, even though his policy involves the 
manufacture and sale of an excessive variety of goods. He fails 
to remember that quantity production in a few lines spells profits, 
while production widely diversified in many lines may result in 
small profits or even losses. In the face of a predominant sales 
manager, the wise general manager must rely upon his cost ac- 
counts, which should unerringly show the lines that should be 
pushed in the interest of profitable business ; but the general man- 
ager who lacks the fundamental support of adequate and complete 
accounts is often unable to maintain a position which he intuitively 
knows is best for the company’s welfare and may have to acquiesce 
in unsound manufacturing and selling policies. 


FUNDAMENTAL KNOWLEDGE oF Cost Factors ESSENTIAL 
To INTERPRETATION OF RESULTS 


It is not within the scope of this article to discuss in detail 
the relative merits of various methods of cost finding and of 
overhead distribution but it seems pertinent to draw attention 
to the fact that, in reviewing cost statements laid before him, an 
executive requires a fundamental understanding of the factors 
of cost and especially of the nature of the charges designated as 
overhead expenses. 

Reference to the history of the development of industrial 
accounting reveals the primitive methods of cost finding which 
have been used up to comparatively recent days, and in too many 
instances may still be found in use. Too frequently the time- 
worn formula “material, labor and overhead” has been contracted 
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until it becomes merely “material and labor,” while overhead is 
not recognized as a cost factor or is roughly included in the 
“margin” added for profit in fixing the selling price. 

The modern development of cost finding has been along 
the lines of cost analysis, the allocation directly to the operation 
or the production unit of all possible charges and the further 
analysis of overhead expenses for the purpose of applying such 
charges to the cost of operations or production units in such a 
way that they may be borne by the product to which they really 
apply—as opposed to the rule-of-thumb methods of overhead dis- 
tribution by the addition of approximate percentages of labor or 
material charges. A cursory review of current publications deal- 
ing with cost finding, emphasizes the importance, now recognized 
by cost accountants and engineers, of exact knowledge of the ele- 
ments of cost and especially of the charges included in overhead 
and their proper allocation to the cost of the product. In contrast 
with this recognition of the need for exact knowledge of the factors 
upon which true costs are built is the practice, still followed by 
some accountants and executives, of tabulating figures of alleged 
cost which ought not to be accepted at their face value if sound 
conclusions are to be drawn therefrom in determining questions 
of administrative policy. 

In numerous instances, depreciation of plant and equipment 
has been entirely disregarded as an element of cost but has been 
dealt with annually as a charge to profit-and-loss, after the oper- 
ating results for the year, exclusive of such charges have been 
ascertained. The depreciation charge has thus been determined, 
not on the basis of what constitutes a fair allowance for wear 
and tear not made good by maintenance charges, but rather in 
the light of what the earnings statement can bear and still show 
a balance to the credit of profit-and-loss. This procedure usually 
results in excessive charges during profitable years, while little 
or nothing is charged for depreciation in lean years; although it 
is a fact that nearly all depreciation of fixed assets continues to 
accrue regardless of the results of business operations. There 
would, therefore, seem to be an opportunity to bring home to 
some executives the thought that costs should be true costs, un- 
colored by the desires of individual persons to make them reflect 
conditions which are contrary to the facts. Depreciation is not 
an imaginary charge against operations merely because it is com- 
monly expressed by bookkeeping entries which do not for the 
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moment express immediate and actual outlay in cash. On the 
other hand if provision is not made for the recovery (through 
the medium of depreciation charges to cost of operations over a 
period of years) of the amount invested in plant and equipment, 
the ultimate result will be disastrous. 

Many cost systems provide for the inclusion in cost of in- 
terest on investment as an item of overhead expense. By interest 
on investment is meant a charge, at an arbitrary rate, computed 
on the amount of capital locked up in plant or inventories. Such 
a charge, when placed upon the books, represents a fictitious or 
imaginary transaction, as a charge against cost or production and 
as a credit to profit-and-loss. At no time does interest on invest- 
ment represent an actual outlay, but it has been argued that it 
does measure the expected or normal return on the capital in- 
vested before ascertaining the profit from manufacturing or trad- 
ing. In other words, costs computed on such a basis are inflated 
to the extent that they include charges representing unrealized 
profits. 

The foregoing comments indicate how cost figures, according 
to the methods followed, may understate or overstate actual costs 
which are the only safe guide to the executive in interpreting his 
operating results and in planning future policies. It is apparent, 
therefore, that the executive in considering statements of operat- 
ing results and statements of costs should not only have entire 
confidence in the figures submitted to him but also should have 
a knowledge of the fundamental methods followed in their com- 
pilation. 


Cost AccouNTING NECESSARY TO BusINEss SUCCESS 


Successful executives have long realized that cost keeping, 
or cost finding, is essential to business success and that it is not 
a theory, advanced by professional accountants for their own par- 
ticular aggrandizement, although to the untrained man cost 
accounting has long been shrouded in deepest mystery. Perhaps 
such a mental attitude accounts for the fact that according to 
statistics compiled by the government, more than half of the 250,- 
000 business corporations in this country operate without profit, 
while not more than 5% of the total number record what it 
actually costs them to make their goods. In many cases, of 
course, profits earned are merely the result of good luck rather 
than of good management. 
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The following extract is taken from a recent government 
survey: 


It is the belief of the commission that the small margin of profit 
existing in so many of our industries is due to the ignorance on the 
part of manufacturers of what their goods actually cost to produce. 
This ignorance causes them to make unprofitable prices, which the 
manufacturer who does know his cost is forced to meet to a large 
extent. 

Formerly the necessity for the determination of true manufacturing 
costs was not as imperative as it is today. Margins between cost and 
selling price in most lines were larger. Costs could be ignored except 
in a general way and a good return still be made on the investment; 
but, today, margins of profit in most lines of trade are very much 
more narrowed than formerly, and the necessity for the most efficient 
management and closest analysis is felt as never before. 

It is necessary today for the business man’s success, that he 
know on what articles he is making a profit, and on what articles he 
is incurring a loss. Competitive conditions are seriously disturbed 
where losses on one or more articles are recovered by profits on 
other articles. It is obvious that a manufacturer should not only 
know the cost of each article he manufactures but that he should see 
that every article manufactured bears ics proper share of factory and 
general overhead. 

Most manufacturing plants have grown to a size which renders 
personal supervision impossible. The only reliable way, therefore, by 
which an executive can judge the efficiency of an organization is 
through a system of periodical statistical reports. These reports can 
be accurately obtained only when a good cost system is in operation. 

New methods are being introduced and improved machinery in- 
stalled in the factory every day with a view of reducing costs either 
by the elimination of waste or by increasing efficiency. It is impossible 
to know whether the introduction of these improvements will reduce 
costs unless the manufacturer knows not only what his total cost is 
but exactly what items make up the total. Items of cost are frequently 
lost track of when the total only is considered, while if these items 
were properly segregated so as to show what they were, they could 
be materially reduced and in some instances eliminated altogether. 


Not only does accurate cost accounting give to the manufac- 
turer complete information for establishing selling prices, but it 
also assists him in meeting new industrial conditions as they 
arise from time to time. While statistics show that the peak in 
prices of basic commodities and labor was passed some time since, 
yet the recent decline in prices has been checked to a large extent 
and the manufacturer is again confronted with demands for higher 
wages and better labor conditions and these in the face of keen 
competition in marketing his product. 

The real function of a cost system is not merely to record 
the cost of operation but to assemble data which can be used with 
a clear and correct understanding to reduce costs. Only then 
does it perform its full duty and become a most valuable agent 
for the promotion of factory efficiency. A logical conclusion, 
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therefore, is that every industrial plant needs a reliable cost system 
to present regularly in an orderly manner the vital facts relating 
to the business and to tell the story, week by week, of the actual 
current business conditions, including exact costs of operations by 
divisions and departments of the business. 


An authority on manufacturing costs very aptly says: 


The aim and object of every cost system should be to afford true 
and accurate information as to facts. It is based on facts; it should 
embody and present facts and naught else. To exaggerate facts and 
to show fictitious profits and values is not worse than to depreciate 
facts arid to conceal true profits and values. The creation of a correct 
science of industrial accounting and costs should be the desire and 
aim of all who are concerned with industrial management. To accom- 
plish this, three things at least are needed: 


(a) Clear understanding of fundamental principles. 
(b) Definite terminology generally understood and accepted. 


(c) Frequent interchange of the data of practice, whereby the 
adoption of sound principles may be promoted, the experience 
of each may be available to all, the best methods may become 
panponeene 4 and above all, a standard system may ultimately 

created. 


The accomplishment of these results, by affording complete and 
accurate knowledge of the facts pertaining to industrial efficiency, and 
to the costs of production, will tend greatly and permanently to pro- 
mote the development of American industry. 


In order to devise an adequate and effective cost system, the 
cost accountant at the outset must study the evolution of the 
product or products manufactured; he must become intimately 
acquainted with the manufacturing processes, the flow of mate- 
rials through the works, the physical layout of the plant, and 
the practical problems to be solved in the course of production, 
as well as in arriving at the cost of the product. In every new 
undertaking he must act as a scientist engaged in research work, 
in the quest for exact knowledge upon which to found his cost 
accounting structure; and frequently he must explore the mys- 
teries of the chemistry of manufacturing processes. The cost 
accountant who fully grasps his opportunities in this manner ac- 
quires a clearer vision and broader intellectual outlook in meeting 
the problems in industrial accounting. 

Leading executives in many lines of business have recognized 
the value of uniform methods of accounting as a means of bring- 
ing together for intelligent discussion manufacturers who have 
common problems and common interest. Statistics compiled by 
the fabricated production department of the United States Cham- 
ber of Commerce show that in more than one hundred commodity 
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lines uniformity in accounting methods already has been estab- 
lished or attempted. The progress varies from the initial steps, 
involving the preliminary work of investigation, to the adoption 
and installation of completed cost systems on standard lines. 
The use of uniform cost-accounting methods will go far toward 
the elimination of unintelligent competition resulting from incom- 
plete or unreliable costs. 

Moreover, certain trades have established bureaus for the 
tabulation and distribution of trade statistics relating to business 
conditions of especial value to the respective trades. When the 
executive studies the trend of business as evidenced by his own 
comparative statements and sees, perhaps, that his own business 
is falling off, he is also able to view his results in comparison 
with those of the trade as a whole. If he finds that his own busi- 
ness has been maintained as to volume at a relatively higher ratio 
to normal than general business has been maintained in his line, 
he may have reasonable grounds for satisfaction in believing that 
he has continued to secure at least his share of the available 
orders, provided of course that he has not sacrificed profits in 
obtaining the business; but, if he finds that he has not main- 
tained his relative proportion of business done, he has a compel- 
ling reason for searching inquiry in order to ascertain the cause 
of such a condition. 


BUDGETARY CONTROL OF BUSINESS OPERATIONS 


A budget system has been defined as an accounting and sta- 
tistical organization whose function is (1) to gather information 
from the past; (2) to formulate on that basis plans for the 
future; and (3) to report subsequently how these plans have 
been executed. 

Budgetary control of business operations is of comparatively 
recent development but in many organizations is a fact. A budget 
for a given period embraces careful estimates of the volume of 
business expected; of the expenditures necessary in manufactur- 
ing or purchasing and in marketing the goods; and finally of the 
cash requirements necessary to finance the production and sale 
of the goods. In preparing such a budget, the estimates must 
be made in detail by departments; and the departmerit heads 
must be held accountable for any variations. The far-sighted 
executive, in carrying out his business campaign according to 
the budget, should have at his command all necessary informa- 
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tion in relation to the past, through the medium of the accounts 
upon which he relies without question. 

The business highway is strewn with business wrecks which 
came to grief through plunging into the unexplored regions of 
new business ventures without the guiding and restraining in- 
fluence of a budget. In the early days of the development of the 
automobile industry, many corporations found themselves at the 
end of their resources because they attempted to expand too fast. 
It is true that they were operating in a new field where the out- 
come could not well be foreseen, but a limit upon expenditure, 
established through the medium of a carefully planned budget, 
would have gone far toward preventing financial disaster. Today, 
some manufacturers, in the search for business to fill their plants 
that were lavishly extended for war activities, have undertaken 
the production of radio outfits, expecting to reap quick and large 
profits in supplying the popular demand. A few of these manu- 
facturers have found: already that they are over-extended finan- 
cially because they did not budget their campaign and did not 
hold their investment in a new enterprise within reasonable 
bounds. In periods like the present, characterized by keen com- 
petition, or in times of business depression like those through 
which we have recently passed, when economy and retrenchment 
are the watchwords, the executive comes to rely upon a careful 
budget and in its planning turns instinctively and confidently for 
help to the cost accountant. 

The day of the sellers’ market and of easy profits is gone, 
perhaps never to return in our generation, and the budget has 
become the guide of the executive. The cost accountant’s help 
in budget-building is indispensable. A well-known writer has 
well said that there is perhaps no greater service the cost account- 
ant can perform at this time for the general manager than to 
help him formulate a budget which will yield a reasonable profit 
on a normal year’s business and will set a standard that if not 
maintained will mean less than a fair return on investment and 
if much exceeded will involve financial risks incommensurate 
with the possible additional return. This budget should be 
framed in such a way as to provide for balanced production and 
continuity of operation. In other words, it should allow for full 
utilization of production facilities; and to that end cost account- 
ants should check and condemn any tendency to manufacture any- 
thing and everything for which there is a possible demand and 
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should bring to bear cost figures that will disclose the expensive- 
ness and wastefulness of such a practice. 

It is perhaps unnecessary to emphasize the importance of 
organizing the work of budget preparation within the accounting 
department so that those department heads who are to be held 
accountable under the budget plan for production, sales, expenses 
and costs may have no control over the reporting of the results 
of the operations. Such department heads, of course, should 
be freely supplied with all detailed information regarding the 
operations and expenses of their departments that may be re- 
quired in reviewing their achievements or failures when measured 
by the budget standards, but under no conditions should the man 
whose output is under test be permitted to select the gauge by 
which his performance is to be measured. 


THE EXECUTIVE AND THE ACCOUNTANT—THE 
PERSONAL RELATION 


In his relations with his accounting department, the busy 
executive may find that the accountants in his organization do 
not always rise to the full height of their opportunities. The 
executive, of course, may not be a trained accountant but his 
mind is trained to grasp quickly the essentials of any problem 
and to determine its solution when presented to him. Sometimes 
he has to analyze a statement which contains all the facts but 
may not be helpful because it lacks significant arrangement or 
display. It is then that he wonders, quite naturally, if his 
accountants ever pause to ask themselves a few pertinent ques- 
tions such as the following (recently propounded by a thoughtful 
student of this subject): “Do accountants realize that executives 
are busy men with no time, patience nor inclination to wade 
through a mass of details?” “Do accountants therefore make 
their cost reports simple and concise, featuring the essential 
facts?” “Do they try to interpret the financial statements they 
prepare, or do they leave the executive to draw his own conclu- 
sions as best he can?” “Do they use graphic charts and com- 
parisons of percentages, wherever possible, and do they submit 
comparisons with past, or standard performance?” Until account- 
ants can answer such questions in the affirmative, they have yet 
far to go in order adequately to fulfill their obvious duties in 
their respective organizations. 
de 
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While it is true that accountants, both in public practice 
and private employ, can not be infallible, there is much to be 
said on behalf of the hard-pressed executive who fails to find 
always the desired degree of initiative, vision, and energy in the 
personnel of his accounting department. But on the other hand, 
where can be found a higher degree of conscientious service in 
any department of his organization? With the right kind of 
leadership on the part of the executive—inspiration through per- 
sonal encouragement of good work, suitable reward for conscien- 
tious and intelligent effort—accountants as a class will not fail 
to meet any emergency that may arise and call for unflinching 
loyalty and hard work. And here it may not be out of place to 
recall that it is a common occurrence in the business world for 
the accountant to rise rapidly beyond his immediate surroundings 
and through sheer force of character and ability to become the 
executive head of even a great organization. 


Tue So.tuTion or Datry PROBLEMS IN 
INDUSTRIAL ACCOUNTING 


Taxation has affected the pocket nerve in an unmistakable 
fashion, and sound and efficient accounting methods admittedly 
contribute toward the attainment of business success, yet their 
influence may not be of the headline variety and their importance 
may often be minimized by an executive. In practically every 
business organization may be found an accountant more or less 
qualified to solve daily problems without outside help, but, in the 
writer’s experience, such accountants are somewhat reluctant to 
call for assistance upon questions relating to the accounts of a 
business about which they believe they know more than any 
outsider knows. Nevertheless, they often lose sight of the fact 
that questions of principle frequently arise involving in their so- 
lution the application of sound accounting theory and practice, so 
that professional accountants, qualified by years of study and 
practical experience along broad general lines, could undoubtedly 
render valuable assistance without detracting from the prestige 
of the corporation accountant. 


15 











Sinking-fund Method for Amortizing 
Franchises* 


By Joun R. WILDMAN 


Accountants have been accused by laymen, on more than 
one occasion, of making things which are simple and clear appear 
complex and mysterious. Whether the sinking fund method as a 
basis for amortizing franchises may not be so stigmatized, is one 
of the questions to which, in this paper, I desire to give consider- 
ation. Some of the other matters have to do with the compara- 
tive application to a practical case of this and the straight-line 
method. 

Definitions, always difficult to frame and sometimes equally 
difficult to understand, are a necessary antecedent to any technical 
discussion. I shall therefore take the liberty, in order to avoid 
any misunderstanding, of stating my conception of certain terms. 

A sinking fund is an asset, withdrawn and set apart from 
general funds, which, through periodical deposits with interest 
accretions, will accumulate at a future given date to a sum suff- 
cient to liquidate a certain liability. 

Amortization, as it relates to a franchise, is that process 
whereby the value of the franchise 1 is periodically and gradually 
reduced. 

A franchise is a governmental grant,.giving the exclusive 
right to make use of natural resources or of public property, either 
for a term or in perpetuity. 

It appears that we are not concerned in this discussion with 
the manner in which the franchise value is derived, but rather 
with subsequent treatment of the value after it has once been 
fixed. It appears, further, that complications will be avoided 
and the issue made clearer if franchises granted in perpetuity 
are eliminated. We then have before us only such franchises as 
are granted to run for a term of years and may not be renewed. 

It will be conceded, presumably, that term franchises without 
renewal features will, at their expiration, have no value as assets, 
and that proper accounting requires that the value of any such 
franchise shall be absorbed through charges to operations extend- 


* A paper read before a pegionel meeting of the American Institute of Account- 
ants, Cincinnati, Ohio, November 11, 1922. 
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ing over the period which the franchise has to run. There is 
every logical reason for making the charges to operations uniform 
and no logical reason, apparently, for varying the charges. This 
statement is based on the theory that the asset is subject to grad- 
ual reduction incident to lapse of time. Equity to stockholders 
seems to demand that this should be so. 

The argument has sometimes been advanced that earnings 
are dependent on the franchise; that as the franchise approaches 
the end of its life the earnings decline in amount. This is a pos- 
sibility but by no means assured, while the expiration of the 
franchise value is a certainty. 

The question of replacing capital invested in the franchise 
is separate and distinct from that at issue in this discussion and 
should not be confused therewith. If it is desired to provide for 
the replacement of the franchise so that, at its expiration, the 
capital of stockholders will have been kept intact, the creation 
of a sinking fund is obviously necessary. The distinction between 
a sinking fund for the replacement of capital and the sinking-fund 
method of arriving at figures which will measure the amount of 
amortization applicable to the franchise from time to time should 
be kept constantly in mind. 

It is characteristic of a sinking fund that the deposits are 
equal in amount but somewhat less than would be pro-rata deposits 
based on the number of periods, because of the interest which is 
compounded. 

One thousand dollars pro-rated over a three-period term 
would call for a deposit of $333.33. A deposit of $320.34 made 
at the end of each period for three periods would, with interest 
at 4% on the amounts deposited and the interest accretions 
thereon, produce $1,000.00 at the end of the term. Analyzed 
with respect to principal and interest, it is obvious that $961.02 
represents the sum of the deposits while $38.98 is the interest. 

In the bookkeeping which records the accumulation of any 
sinking fund, the amount involved in the entry which covers the 
transfer of cash from general funds to the sinking fund never 
varies, once the amount has been scientifically determined. If a 
reserve for sinking fund were to be created, the amount charged 
against operations and credited to reserve would correspond to 
the amount of sinking-fund deposit and likewise would not vary. 
But the reserve would not keep pace with the fund, on account 
of interest accretions, unless an entry were made charging the 
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sinking-fund account and crediting the reserve. The crux of the 
situation however, is found in the fact that this entry has a foun- 
dation different from either of those previously made in the sink- 
ing fund and the sinking-fund reserve accounts. It is based on 
an earning arising from restricted assets, instead of being appro- 
priated from those earnings which come from the assets regularly 
employed in the enterprise. The earning flows to the reserve and 
relieves the operations of charges to the extent of the amount of 
the earning. 

The sinking-fund method of determining the amount which 
periodically must be credited to a reserve for the complete amorti- 
zation of a franchise at the end of a given term differs from the 
foregoing in the amount to be charged to operations and credited 
to the reserve. This is due to the fact that the method does not 
provide the interest. There are no actual funds involved from 
which interest may be derived. The amounts used are merely 
such as would appear were the sinking fund a fact and invested 
at an interest rate which has been arbitrarily assumed. 

A sinking-fund reserve set up to amount, at the end of a 
three-period term, to $1,000.00 would require a periodical charge 
to operations of $320.34. An amortization reserve with the same 
objective, set up on a sinking-fund basis, would require as charges 
to operations a series with the amounts increasing as follows: 
$320.24, $333.16, $346.50. Thus, it will be seen that a curve 
describing the charges incident to building up such an amortiza- 
tion reserve turns more sharply upward as the interest in any 
amount becomes greater than the interest in the preceding amount. 
For example, the interest on $320.24 at 4% for one period is 
$12.92, but for two periods compounded is $13.34. The increase 
in interest, becoming all the time greater, results, where the sink- 
ing-fund method is used, in charges which increase, not gradually 
but in a manner disproportionate to the lapse of time. The effect 
of this method is to make charges which are low during the early 
years in the life of a franchise and high during the latter years 
thereof. Were the interest element omitted, a curve describing 
the charges would rise gradually from base to apex and would 
show the result produced by what is known as the straight-line 
method. 

Authority for the use of the sinking-fund method as a basis 
for amortizing franchises is somewhat difficult to find. Most text- 
books which treat of the subject are in agreement with the theory 
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on which the public service commissions law, New York, section 
69, is based, as follows: 


To a depreciation account called “general amortization” is to be 
charged, besides depreciation of tangible fixed capital, such portion of 
the life of intangible fixed capital as has expired or been consumed 
during the month. 


If there are any texts, authoritative or otherwise, which ad- 
vocate a method contrary to such as would be indicated by the 
above, they are not generally known. 

The uniform classification of accounts prescribed for public 
utilities by the railroad commission of Wisconsin, promulgated 
in December, 1908, constitutes at least one exception, and is so 
explicit as to leave little doubt of the intention to require the sink- 
ing-fund method. After describing the manner in which the 
amortization reserve shall be raised, the instructions are illus- 
trated as follows: 


For example, a corporation pays $100,000.00 for a twenty-year 
franchise to operate a public utility. In order that this amount shall 
be set aside out of revenue and the actual capital of the corporation 
not be impaired by dividends paid, there shall be charged monthly 
to the account amortization reserve requirements, crediting the amorts- 
sation reserve, an amount which, invested at current rates of interest, 
will at the end of the franchise term have created an amount equiva- 
lent to the cost of the franchise. 


Read in the light of ordinary accounting intelligence, this 
appears to relate only to the charge against operations on the one 
hand and the reserve on the other. Nothing is said about a fund 
or any accumulation of assets. Except where reference is made 
to setting aside an amount out of revenue and investing an 
amount at current rates of interest there does not seem to be any 
opportunity so to construe the verbiage. Judged by the context, 
such construction seems hardly warranted. But taking the para- 
graph as a whole, it does seem to point to the sinking-fund 
formula as a basis for arriving at the figures to be used in fixing 
the periodical charges to operations and building up the reserve. 

Whatever significance this ruling of the Wisconsin commis- 
sion may have had in the affairs of utility companies in that 
state appears to have been affected by a revision of the Wisconsin 
statutes making franchises indeterminate and subject to municipal 
acquisition. The reference is interesting, however, as furnishing, 
if correctly interpreted, some authority for the use of the method 
under consideration. 
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The practical effect of using the sinking-fund method is 
found in a case which came under my observation, the facts of 
which are substantially those which follow: 

A certain corporation acquired through purchase from the 
original holders, and for a large sum, a franchise to take water 
from a well-known stream for a power-generating plant. The 
cost of the franchise was segregated and set up, but no steps 
were taken to amortize it. The franchise was for a term and 
had about seventy-five years to run when acquired by the certain 
corporation. 

Subsequently, all the stock of the corporation got into the 
hands of an individual who entered into a contract to sell the net 
assets to a corporation, interested in a more pretentious scheme 
for developing hydro-electric power, at such price as a balance- 
sheet at a given date would show. 

A considerable number of years having elapsed since the 
franchise was acquired by the first-named corporation, and no 
charges having been made to operations for amortization of the 
franchise, the value of the franchise became an important factor 
in determing the amount representing the net assets.and conse- 
quently the amount to pass from one party to the other under 
the contract. 

The possibilities for argument are at once apparent. With 
the large amount involved in the cost of the franchise and the 
long stretch to the date of expiration, computations based on 
the sinking-fund method would show ridiculously low charges 
against operations in the early years and absurdly high charges 
during the latter years of the period. On the other hand, the 
straight-line method would equalize the charges over the period. 

As might be expected, the parties to the transaction contended 
for different methods: one, a seller’s method: the other, a buyer’s. 
Each retained accountants in the controversy, but unfortunately 
the accountants, after several long and intensive discussions, 
failed to agree. The difference in the amounts as determined 
by the respective methods for the period during which amortiza- 
tion applied was approximately $100,000.00, obviously a sum 
worth fighting for. 

In conclusion, it is my opinion that the sinking-fund method 
as a basis for amortizing franchises is unsound, because it makes 
use of an interest theory which does not apply; because it con- 
fuses the issue by suggesting a replacement of capital through the 
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setting aside of assets which is no part of the problem and does 
not take place; and in that it reduces the value of the franchise 
in unequal amounts, which is inconsistent with the gradual diminu- 
tion contemplated by the theory of amortization. It is impracti- 
cable and dangerous, because of the inequities which its use may 
perpetrate. It makes something which is simplicity itself appear 
involved and difficult. There is no comparison, in my opinion, 
between the sinking-fund method and the straight-line method in 
the amortization of franchise values. 
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Cost Apportionment in Flour Milling 
By RaymMonp W. McKEE 


Reference to the Accountants’ Index, pages 803 and 804, dis- 
closes the fact that a number of articles have been written on the 
subject of flour-mill accounting and that both the federal trade 
commission and the United States food administration felt con- 
strained to offer some recommendations on the subject. More- 
over it would be foreign to the purpose of this article to take up 
in detail the various classifications of accounts in use in the milling 
industry or to discuss to any extent the many methods which are 
being used to ascertain costs. There are several. Some of them 
are good; a great many are indifferent; while a few are hope- 
lessly bad. Perhaps the most extensively used of the methods is, 
with variations by each concern, the following: 

Proceeding on the theory that the mill owner is chiefly engaged 
in the production of high-grade flour, the other commodities 
milled from the wheat are treated as by-products. In-freight 
and elevator expenses are usually charged to the cost of wheat, 
and the wheat account receives credit for sales (at cost, of course) 
and for grain delivered to the mill. Here, however, the wheat— 
perhaps properly—loses its identity and is simply charged to the 
cost of manufacturing flour. As a part compensation for this 
charge the cost of manufacturing flour receives credit for the 
value of the by-products produced. 

It is, of course, quite apparent that a fallacy exists here, for in 
lowering the cost of milling flour by this means—with a corre- 
sponding charge to by-products inventory—some arbitrary value 
must be selected for the so-called by-products. And what skould 
this value be? Market price ordinarily seems to govern this pric- 
ing, but some concerns use an estimated cost, found by lowering 
the market price of the products in question by the estimated 
profit on such products. Obviously it would be as accurate and 
much easier to estimate the cost thus in the first place, charging 
the cost of flour with an estimated proportion of the total milling 
expense. 

Now, in a number of industries, notably crude oil and coal- 
tar refining, a raw product is put through several, often hundreds 
of, processes, and there are extracted during the course of this 
processing various products, widely different in character and 
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value. In this respect flour milling belongs to this class of indus- 
tries, since there are produced from the wheat many grades of 
“patent” flour, a lower grade clear flour, bran, shorts, mixed feed, 
graham flour, et cetera. 

Granting that it is entirely possible to determine with a fair 
degree of accuracy the process cost of each of the products 
extracted from the wheat, one is still confronted with the rather 
puzzling problem of allocating to whatever of the above enumer- 
ated products that happen to be milled the largest single item of 
expense entering into their cost—that is, the cost of the grain 
milled. 

Manifestly if a sixty-pound bushel of wheat, costing say $2.00, 
produces 36 pounds of high-grade flour, 6 pounds of clear flour, 
10 pounds of bran and 8 pounds of shorts, the cost of the element 
of the wheat entering into the composition of the high-grade 
flour, with a market price of say $5.00, is considerably more than 
that element which enters into the manufacture of the bran, for 
example, with a market price of only $1.00 per hundred. It is 
obvious that the most valuable part of the wheat is the flour 
extracted therefrom, while the products of lesser value are pro- 
duced from the least valuable portion of the grain. It would 
appear from this that the values of the different products bear 
some relation to their costs, and that if a selected value for each be 
used in conjunction with the pounds produced of each of the 
products, a logical basis for the apportionment of cotss can be 
obtained. 

As it usually will be found that both corn and wheat are 
ground by the same mill, it will be necessary that the various 
direct and indirect expenses be allocated and classified in such a 
manner as to reveal as nearly as is determinable the actual costs of 
each class of manufacture and that the classes so obtained be 
further subdivided so as to disclose the manufacturing cost 
(excluding, however, cost of grain used) of each product. No 
difficulty is usually encountered in this respect; and since the 
processes are different in each concern no classification of accounts 
will be offered here. The purpose of the article is rather to dis- 
cuss a method for the apportionment of the cost of grain to the 
different products; and indeed in some of the smaller concerns 
it has been found feasible to apportion milling expense as be- 
tween corn and wheat on the basis of the pounds produced of 
each in the ratio to the total pounds of both produced; and for 
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the purpose of further apportioning milling expense to products, 
to use the same method as is proposed for the allocation of the 
cost of grain. 

An illustration will serve better. The following set of figures 
therefore, will be assumed. It must be remembered, however, 
that the figures are used for purposes of illustration and that 
it is not represented that they are based on the experience of 
any one concern, nor upon an average or standard experience. 
They are entirely arbitrary. Let us assume: 


MILLING EXPENSE: 


Labor and superintendence -....................--c.-c--seesseesees $1,139.50 
itt ca eS, ae Sia BE AOE Sg. 1,094.75 
Light, heat and water ....................... SERRE 2S 72.35 
SI "i ctncecthmcibisinandidiisinisisocminnceahsscccasneahgintinsinibapaiaectete 1,597.56 
EEE SA PEE oe) Pee SOO 447.54 
REE TO RE 153.81 
EE SEES eo CS Re err 10.00 
Proportion of clearing accounts....................-.--.----.-- 10.00 
Miscellaneous supplies and expense.......................-.--- 80.00 
ED ING gic isi cscinipctsigtidnesisncnrioeencdsittiiings $4,605.51 
Ee I I i sncnss sted mslniiiibaiatielibiciaiaiiiaiea 1,527,273 
Pounds of corn milled .................. -wuindepitbiandgltssaaideaceaie 316,181 
| RIES 2S ITSO ENR EI PS RE 1,843,454 
RE ees CTE CPT Cer 82.848% 
ek ek er er meee ne 17.152% 
BRM aiedkdeesissetlalleth casaninsasecnscshiconninpcneapiiishiiinssaiane 100.000% 


We will now assume that the cost of wheat milled, including 
a proper proportion of elevator expense, is as follows: 








Cost of wheat products: Pounds Amount 

Oe EO BN ToTI Tere i et et or 1,527,273 $24,220.16 
Total milling expemse .........eeeeeees $4,605.51 

Amount thereof applicable to wheat .............- B2.848% .sceeces 3,815.57 

Total cost of wheat products milled ............++. 1,527,273 $28,035.73 








Allocated to products as follows: 
Value per 100 pound 
100 units 


pounds produced Per cent. Amou 
Flour; high-grade .........+s.e0. PS2. 63 x7, 272. 29 = 19,126.12 62. 139 $17, 421. 12 
DEE GEE ccc ccs da bevstacéeste 1.87 x 3,080.00 = 5, 759.60 18.712 5,246.05 
EEE iat E oe te tenensibiah es 966x 732.87 = 707.95 2.300 644.82 
SE: bas Cabs oa s'0qdaadepasipecde 1.25 x 1,366.42 = 1,708.02 5.549 1,555.70 
DR SUN s5 esos 000-0 64.68% 40000000 1.03 x2, 221. 45 = 2,288.09 7.434 2,084.18 
PME, Secccccaccctacencess 1.91 x 452.20= 863.70 2.806 786.98 
PEED coccccenttéssecease 2.21 x 147.50= 325.98 1.060 297.18 





30,779.46 100.000 
$28,035.73 
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Cost of corn products: Pounds Amount 

Cost of cast Gee. soedee ti eisigeedes desis adaiinswitenns 316,181 $3,277.24 
Total milling expemse ......cccecececeeces "$4,605.21 605.21 

Amount thereof applicable to corn .......+.eeeeee00+: S7AUE. «cnsdea 789.94 

Total cost of corn products milled ...........sse00. 316,181 $4,067.18 








Allocated to products as follows: 


Value per 100 pound 
100 units 














pounds produced Per cent. Amoun 
Chee CORRE OO CckUeE CeCe 0 0606nb oesee $1.07 x 2,238.26 = 2,394.94 58. 713 $2.387.96 
pepetusesuwdssdeneedceseeseves 1.75x 776.05 = 1,358.09 33.295 ao 
~~ A Weinnee inte ke és ehinase 2.21x 147.50= °325.98 7.992 25.05 
4,079.01 100.000 
$4,067.18 
Summary of milling costs: 
Pounds Total Cost per 
milled cost cwt. 
Wiesies Tidaedle i ie iio skdbwhctbecciuve 727,229 $17,421.12 $2.39554 
Oe 8 aa a eae 308,000 3,246.05 1.70326 
WEE" 6nd o 0bhadabhe ee oid sbbeeuaas clnedeaed 73,287 644.82 87985 
DD. anne dithine ihe dae) Gh buh dhd ss ome 136,642 1,555.70 1.13852 
Mixed feed ..... OW ccdasudubebeeeacae cowl 222,145 2,084.18 -93821 
Get,” Ge. nde nb ss-dleesétandbancs dee 45,220 786.68 1.73967 
Miscellaneous ae L cds eden Gabe aneeee 14,750 297.18 2.01478 
Bilncstianenes GOURD) . oc ckscbsckecdedkesaas 14,750 325.05 2.20372 
OOD 66dicdicdebns0deshsisdssbeteieesis 223,826 2,387.96 1.06688 
BE cascdderdannicidsde aclenbaadanbsnas 77,605 1,354.17 1.74495 
1,843,454 $32,102.91 $1.74145 





To the costs obtained by the above method should be added 
the cost of containers, and such containers should be considered 
when a physical inventory is taken. 

The method possesses the advantage of placing before the 
mill executive a cost statement from which he can determine 
upon which of the products a profit is being made and upon 
which a loss is being sustained. No product is burdened with 
an unproportionate amount of expense and thus will not show 
a paper loss; on the other hand no products are treated as a 
miscellaneous (“velvet”) income with which to credit some- 
thing, at the expense of another product. Nor do the opening 
and closing inventories contain at any time an anticipated profit, 
as might be the case where the method of crediting by-products 
to cost of flour is used. 

A number of refinements are often desirable and changes 
are of course necessary when it is desired to adapt the general 
method to a specific case. 


































Accounting for Rice Milling 
By T. J. Tapp 


Rice was long known in the East before it was introduced 
into Egypt and Greece. It is now cultivated extensively in the 
low lands of tropical and sub-tropical parts of southeastern Asia, 
Egypt, Japan, China, part of the southern United States and 
several districts of Europe. There are many varieties in size 
and form. Those most commonly grown in this country are 
Honduras, blue rose, early prolific and Japan. Rice is grown 
principally in the swampy districts of South Carolina, Georgia, 
Arkansas, Louisiana and Texas. It requires a great deal of 
water and in many instances it is actually sown in submerged 
ground and then harrowed in. The ground is kept in a very 
moist state at all times during the growth and where there is not 
sufficient rainfall irrigation is necessary. In all districts where 
rice is grown the land is terraced and ditched so that water may 
be turned in at any time. Water is furnished by irrigating com- 
panies organized for that specific purpose. When it is time for 
the harvest the water is shut off and the ground allowed to dry 
so that binders may be run over it. The grain is then cut, bound 
and shocked in the same manner as wheat, oats and other small 
grain and allowed to dry for threshing. When threshed, it is 
sacked, and it is then ready for shipment to warehouses and 
mills. In this condition it is known as rough rice and is cov- 
ered with a heavy husk. It is then milled for the purpose of 
removing this husk and other by-products. 

As we are concerned, principally, with the accounting for 
the milling part of the industry and not with the growing and 
marketing of the rice in the rough, I shall endeavor to set out 
in as concise a manner as possible the fundamentals of a system 
that will give the mill the cost “in the clean.” As practically 
all rice is bought by the mills through buyers in the field direct 
from the farmer, it is necessary to consider this buying expense 
as a part of the cost of the rice and not as an operating ex- 
pense. Therefore, the salaries of buyers and their traveling 
expenses should be charged to milling expense. As it would 
be impracticable to prorate these expenses to the various lots 
purchased, it is necessary to charge them to the milling cost 
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instead of charging them as a part of the cost of rough rice 
delivered to the mill. 

What is commonly termed the milling season begins with 
September and ends with May, a period of nine months. Since 
the buyers are, in nearly all cases, hired under contract for 
twelve months but work only nine, their salaries for the entire 
twelve months should be apportioned to the nine months of the 
milling season. Buyers’ salaries are handled as a prepaid item 
and one-ninth of the annual contract is charged out each month 
to operations. Depreciation of mill machinery, buildings (if 
owned), rent of buildings (if not owned), insurance on rough- 
rice stock, mill supplies, overhead expense, etc., should be appor- 
tioned to the nine months of the milling season. In fact, all 
items that run for twelve months which are properly chargeable 
to the milling department should be taken care of in the nine 
months of the milling season. 

Depreciation might be handled in several different ways 
but the most equitable would be to make an estimate of the 
life of the machinery and the number of bags of rice to be 
milled during that life and to charge depreciation each month 
on the basis of the number of bags milled. Depreciation 
would then be taken care of each month on the unit basis, 
thereby equitably distributing it over the period in proportion 
to the output. The method most common, however, is the 
use of a fixed per cent. per annum, based on the cost and the 
estimated life, usually about 10% per annum. It has been my 
experience that the accounting of the rice-milling industry 
has received very little consideration from the management, 
and in most cases a very crude cost system, if any, is in use. 

For the purpose of determining the cost of rough rice laid 
down in the mill, it is necessary to keep a rough-rice record 
book, which should be drawn up with vertical columns show- 
ing the price paid, the number of bags and barrels purchased, 
the freight and drayage inward, the commission paid, if any, 
and all other delivery charges. The various items of cost 
are then carried out into a total column to show the cost of 
each lot and the total cost of rough rice purchased. As the 
rice record then becomes a perpetual inventory record also, 
the total shown at the end of the month is charged to clean 
rice and credited to rough rice at the cost price. The rough- 
rice record then becomes a perpetual inventory record also. 
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A special form showing the rough-rice lot number, the num- 
ber of bags of rough rice milled and the mill outturn is filled 
in by the head miller and returned to the office for record. 
The mill outturn consists of clean rice, screenings, brewers, 
bran and polish. What are termed by millers “screenings” 
are the larger pieces of broken rice while “brewers” are the 
very fine pieces which are separated from the whole rice dur- 
ing the process of milling by passing through shaker screens. 
“Bran” is the brown covering just under the husks. “Polish” is 
the transparent covering next to the grain and is used for 
feed like the bran. When this form is returned to the office 
the clean rice takes a new lot number or clean-rice lot num- 
ber and is so designated on the clean-rice record. This book 
should be drawn up with vertical columns showing the rough- 
rice lot number, the number of bags and barrels of rough rice 
milled, the clean-rice lot number, the number of pockets of 
clean rice and screenings, the number of bags of brewers, 
bran and polish and the number of second-hand bags. 

The market price of the by-products is used as a basis 
for determining the amount to be deducted from the cost of 
rough rice to find the cost of the clean rice. A column is 
provided for each commodity showing the quantity, price 
and amount and a column for the total value of the by-pro- 
ducts, which is deducted from the cost of rough rice. This 
gives the cost of clean rice by lot number, exclusive of mill- 
ing cost. Bear in mind that the cost so far is only the cost 
of the rough rice less the value of the by-products and to 
find the actual cost it is still necessary to add the average 
cost per pocket to mill. To determine the average cost per 
pocket to mill it is necessary to find only the total milling 
expense for the period and divide that cost by the number 
of pockets of clean rice milled. This amount is then added 
to the cost of rough rice less the value of the by-products, 
as explained above, by lot number, thereby finding the actual 
cost of each particular pocket of clean rice. When sales are 
made, the lot number is shown on the invoice and these in- 
voices are posted opposite the corresponding lot number in 
the clean-rice record book, thereby making the clean-rice 
record a perpetual inventory record as well. 
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Milling cost consists of the following items: 


Rough-rice warehouse labor, 

Mill labor, 

Fuel, 

Water, 

Mill supplies, 

Burlap pockets, 

Liability insurance, 

Stock insurance, 

Buyers’ salaries, 

Provision for idle time of buyers, 
Traveling expense of buyers, 
Depreciation of machinery, 
Depreciation of buildings (if owned), 
Rent of buildings (if not owned), 
Miscellaneous milling expense, 
Prorata of overhead expense. 


In order to determine and distribute the cost and over- 
head expense, it is necessary to keep an invoice or voucher 
register for recording all purchases of whatever nature. This 
book also may be ruled for making transfer entries from asset 
accounts to expense accounts to obviate the necessity of mak- 
ing journal entries and to shorten the work of posting. For 
instance, insurance is charged to prepaid insurance under the 
asset section of the general ledger and when the correct 
amount for the month is determined, it may be charged in 
the column provided for that purpose and credited to the 
proper asset account in the general ledger credit column. 
This record should be ruled with vertical columns to show 
general ledger items, debit and credit, milling expense, over- 
head expenses, etc., and these subdivisions may be divided 
into as many accounts as desired. I have found it more con- 
venient to run each subdivision by a key letter, giving each 
key letter as many numbers as there are accounts in that par- 
ticular subdivision. For instance, asset accounts are desig- 
nated as “A,” liability accounts “B,” milling-expense accounts 
“M,” etc., and each of these subdivisions is divided by num- 
bers—to illustrate; “A”-1, accounts receivable, “A”-2, rough 
rice, “A”-3, clean rice, “L”-1, accounts payable, “L”-2, notes 
payable, and so on through all general-ledger accounts and 
subdivisions. The general ledger should be tabbed and the 
accounts run numerically in each subdivision. A general 
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index should be kept available for reference, showing the 
accounts both by number and by name, thereby giving a 
cross index to the accounts. 

When an invoice is received it is checked for receipt of 
goods by the receiving clerk, and for price and extensions by 
someone in the office to whom this work should be designated. 
Then it is entered in the register, the amount distributed to 
the proper accounts, and the total carried out to the accounts- 
payable or vouchers-payable column. This makes the record 
automatically self-balancing. The columns should be headed 
with the proper key letter and a space provided in front of the 
amount for the key letter number. When all invoices for the 
month have been entered and the record has been balanced, a 
recapitulation is made by running an adding machine list of 
all corresponding key letter numbers and is entered below 
the monthly footings and all postings to the general ledger 
are made from the recapitulation. This will eliminate numer- 
ous postings and a multiplicity of columns. 

The general-ledger items are, of course, posted direct 
item for item. All prepaid items, such as insurance, taxes, 
mill supplies, advertising supplies, stationery, etc., are charged 
to asset accounts and as the correct amounts for each month 
are determined the entry is made in the manner explained 
above through the columns provided for the purpose, charg- 
ing the proper operating accounts and crediting the asset 
accounts through the general-ledger column. All mill sup- 
plies, advertising supplies, etc., are issued on requisition from 
the chief engineer, head miller or the proper clerk and a com- 
plete perpetual inventory is kept of supplies on hand and the 
amounts actually used each month are charged out to the 
proper operating account. Payrolls are distributed through a 
cashbook or direct from the payroll itself, which should be 
drawn up to provide for the proper distribution. If the latter 
method is used, payroll account would be credited with the 
total of the payroll and when paid would be charged to pay- 
roll account through the cashbook. 

There are a few mills that go further than milling and 
sacking the rice and selling it in bulk. In such cases the rice 
is run through a special bleaching process and packed into 
cartons or packages to be sold to the consumer. Where this 
is done in addition to the regular process of milling, it is neces- 
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sary to carry a package-rice record similar to the clean-rice 
record, ruled with vertical columns to show the clean-rice 
lot number, the number of pockets packed, the cost of clean 
rice packed, the outturn by cases of the various sizes of car- 
tons or packages, such as 4 lb., % Ib., 1 Ib., etc. However, 
where the mill does a bulk-rice business in addition to the 
package-rice business, the better method would be to charge 
the packing department with the rice at the price at which 
it could be purchased in the market. In other words, use the 
market price of clean rice as a basis for all rice packed, credit- 
ing clean-rice account and charging package-rice account with 
the total for the month, thereby letting the bulk-rice depart- 
ment show whether it is operating at a gain or at a loss. Of 
course, where business is done both in bulk-rice and package- 
rice, the overhead expenses would necessarily be apportioned 
equitably between them. All direct charges are distributed 
to the proper departments through the invoice register de- 
scribed above. By handling the accounts in the manner de- 
scribed it is possible to make a correct statement of operations 
each month, an essential in the rice-milling business, which 
is more or less speculative owing to the vast fluctuation in 
prices of rice from day to day. 

A great deal of the package-rice business is handled by 
jobbers or brokers on consignment. It is necessary, there- 
fore, to keep a consignment record, ruled to show to whom 
shipment was made, the number of cases shipped, the cost 
by lot number, the prepaid freight and other charges. When 
the jobber or broker makes a sale he sends in an account sale 
and bills his customer direct or sends in his bill for commis- 
sion or brokerage and the mill bills the customer. The sale 
then goes through the books in the regular course of business 
and the amount is credited against the consignment record, 
thereby giving the mill a perpetual inventory of rice out on 
consignment, 

It would be impossible to give in this article an outline 
of the various forms necessary for carrying out the system 
which I have attempted to describe, but I believe the expla- 
nations given are sufficiently clear to give the reader a fair 
conception of the fundamentals of the system. 
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EDITORIAL 


John R. Loomis 


We record with profound regret the death of John R. Loomis, 
vice-president of the American Institute of Accountants. 

For the first time in the history of the Institute an officer of 
the Institute has died in office. The death of Mr. Loomis is a 
heavy blow to accountancy and particularly to the American In- 
stitute of Accountants. He was the first president of the Ameri- 
can Association of Public Accountants at the time of its reorgani- 
zation in 1905 and had always been active in his interest. At the 
annual meeting of the Institute in September last he and Norman 
McLaren of California were elected the two vice-presidents for 
the current year. Since his election he had been actively partici- 
pating in the duties of his office and was much interested in the 
plans in which the Institute is now engaged. His death occurred 
quite suddenly at Grand Central station, New York, and was due 
to acute heart disease. 

Mr. Loomis was born in Cambridge, Washington County, 
New York, January 15, 1846. He was the son of Ezekiel and 
Ann Rice Loomis. He was married in Glens Falls, New York, in 
1868 to the daughter of the late R. M. Little of that city, wha 
was the founder of the Glens Falls Insurance Company. Mrs. 
Loomis died in 1910. 

Upon coming to New York Mr. Loomis was first associated 
with Dowley, Corner & Co., exporters and importers; was later 
with Shipman, Barlow & Choate, attorneys-at-law, and was head 
of the accounting department of the International Paper Com- 
pany. He left that company to become comptroller of the United 
Box Board Company. In 1904 with Leonard H. Conant he 
formed the firm of Loomis, Conant & Co., certified public ac- 
countants. In 1910 the firm was dissolved and Mr. Loomis be- 
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came associated with Suffern & Son, later forming the firm of 
Loomis, Suffern & Fernald, of which he continued senior partner 
to the date of his death. 

In addition to his interests nationally he was also associated 
with the development of the New York State Society of Certified 
Public Accountants and at one time served as president. He had 
also been president of the New York state board of examiners 
and chairman of the advisory committee of the New York Uni- 
versity school of commerce, accounts and finance. 

THE JOURNAL oF ACCOUNTANCY is one of the undertakings 
in which Mr. Loomis had always maintained an active interest, 
and therefore it is fitting that this expression of regret should be 
not only general but also personal. The entire profession has 
suffered a heavy loss. 





C. P. A. Law of Minnesota Upheld 


Our readers will no doubt be interested in a case involving 
certificates issued by the National Association of Certified Public 
Accountants which has recently arisen in the district court for 
Hennepin County, Minnesota. The city of Minneapolis is in this 
county. 

The state, acting through the county attorney, Floyd B. Olson, 
alleged in an indictment brought by the grand jury that J. New- 
ton Boddy styled himself in advertisements in the public press as 
a “Certified Public Accountant (N. A.) Member National Asso- 
ciation, Inc., Washington, D. C.,” and charged that as Mr. Boddy 
had not obtained a certificate as a certified public accountant from 
the Minnesota state board of accountancy his designation was 
unwarranted under the law of Minnesota and he had therefore 
committed a public offense. 

Mr. Boddy’s counsel demurred to the sufficiency of the com- 
plaint, the claim being that he was entitled to use the designation 
which he had given in the public press because the law of Min- 
nesota providing for a state board of accountancy and creating 
certain prerequisites to the practice of accountancy in Minnesota 
was an unconstitutional law. 

The question of law raised by the demurrer of Mr. Boddy’s 
counsel was argued in April last, and on November 16th Judge 
Bardwell, of the district court, handed down an opinion overrul- 
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ing the demurrer, thus sustaining the legal sufficiency of the form 
of the indictment and the constitutionality of the law. 

There is, of course, a right of appeal from the decision of 
Judge Bardwell to the supreme court of Minnesota, but unless 
his decision is reversed no persons who have not obtained certifi- 
cates from the Minnesota state board of accountancy can lawfully 
designate themselves as certified public accountants in Minnesota. 





Opportunities for the Young Accountant 


For the first time in many years there seems to be some difficulty 
in finding employment for accountants. Many men of excellent 
experience and knowledge have been unable to find openings with 
firms or other practitioners, and we have been astonished to learn 
that some of the most highly favored members of the accounting 
staffs have been given notice to seek other employment. This 
is a condition which seems to prevail most acutely in the east, but 
to some extent throughout the country, and, frankly, we are at 
a loss to account for it. 

Even in years of depression there has never been a time since 
the establishment of this magazine when a qualified senior ac- 
countant whose record was clear would have any difficulty in 
finding an opening in almost any part of the country where large 
business interests were centered. Of course, there has been a 
great accession to the numbers of accountants, partly due to the 
enterprise and activity of accounting schools both resident and 
correspondent. Many men and women have come into the pro- 
fession with the confident hope that they would immediately 
“arrive” and that their future was assured. Others are seeking 
to come into the profession from general business. 

A great many of those who are seeking success in accountancy 
are not qualified by experience or ability, and it is not astonishing 
that they have failed to obtain permanent employment. On the 
other hand, it is astonishing that men of the highest qualifica- 
tions are not eagerly sought as they were a few years ago or 
even a few months ago. 

This naturally is due in part to the uncertain condition of busi- 
ness, but with all allowances made for circumstances it siill ap- 
pears to us a matter of wonderment that accountants now at the 
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beginning of what is normally the busiest season of the year are 
not as a whole overwhelmed with work. 

This comment is not intended to be constructive or destructive. 
The fact is stated for consideration. It is one of those things 
which, as Lord Dundreary said, “no f-fellah can understand.” 





Articles 


As every accountant knows, entrance into the accounting pro- 
fession in Great Britain for many years has been by way of 
apprenticeship. The young man who felt impelled to enter ac- 
countancy was articled by his parents or guardians—usually for 
a fee of one hundred or one hundred and fifty guineas—to an 
established firm of accountants with whom he was to serve five 
years, practically without any compensation. At the end of that 
time he was supposed to be able to pass the final examinations 
conducted by the great accounting organizations of the country. 

Quite recently we have been advised that something approach- 
ing the British system of apprenticeship is being introduced in 
parts of Canada and perhaps elsewhere in the British dominions 
overseas. 

Now, if we are to believe an advertisement which appeared re- 
cently in The Accountant of London, the plan is to be tried in the 
United States, for we read as follows: 


“WANTED, by a firm of Certified Public Accountants in the U. S. A., 
an Articled Pupil; premium required £360; one-third returned in 
second, and one-third returned in third years; the practice is a 
varied; connections with marine matters and foreign trade will 
afford students an unusually broad training; pupil would receive the 
guidance and assistance of the members of the firm and of the senior 
clerks. Apply——” 

There are several interesting features of this advertisement. 
The premium is not exceptionally modest ; the promises are pos- 
sibly alluring; and it may be that the advertisement will appeal 
to people unacquainted with conditions. 

We would be interested to know, however, what the bureau of 
immigration would have to say. The American Institute of 
Accountants is endeavoring to secure general recognition of qual- 
ified accountants as members of a learned profession within the 
meaning of the immigration laws. An articled pupil, however, 


could scarcely be considered qualified for such rating. 
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And then there is the innate American antipathy to the idea of 
apprenticeship, which would be duly impressed upon the new- 
comer within a week or two of his arrival, always supposing that 
he succeeded in passing the immigration authorities. 

In many ways the plan of apprenticeship is admirable and if 
it could be adopted here would probably have beneficial effect, but 
in the existing state of affairs such an advertisement as that 
quoted should not be regarded with favor. 








Preliminary Education 


It is our wont in this country to boast of the excellence of our 
primary and secondary schools and we lay such great emphasis 
upon the importance of education that sometimes we are in danger 
of doing injustice to persons who may not have followed a par- 
ticular course of instruction with a given number of hours de- 
voted to each particular subject. Some of the state C. P. A. 
laws as enforced have been effective in preventing many excellent 
men from obtaining certificates because their courses of education 
differed somewhat from that laid down by an educational author- 
ity. 

This is a subject upon which we have no wish to enter a gen- 
eral discussion. It is too large to be dismissed in a brief edi- 
torial note, but we cannot refrain from drawing attention to two 
or three recent illustrations of learning or lack of it in our public 
schools. It makes us wonder whether there is anything so sacred 
in a school diploma after all. 

A teacher of English in a high school of excellent standing not 
far from the city of New York quite lately admitted without a 
blush that she had never heard the name of Robert Louis Ste- 
venson and knew nothing of his works This, mark you, was 
a teacher of English literature. 

At a recent debating contest between two high schools which 
were also of excellent standing and not far from New York, the 
principal of one school informed the audience before the debating 
began that silence was desired and then added that “tin 
horns and them things” would be forbidden. We sympathize 
with the gentleman’s feeling in regard to tin horns, but we shrink 
from his appointment as principal of a school. 
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There is another school not far from New York from which 
we received the following announcement. The name, of course, 
is changed. 

Hector Pusiic ScHOOoLs 
ANNUAL EXHIBIT OF SCHOOL WORK 


There will be an additional exhibit of Manual Training Domestic 
Science and Art Work in the auditorium of the Chestnit Street 
School. This exhibit will be of particular interest and will be 
spexial in its nature. The exhibit of cabinet work will be the best 
that we ever have exhibited in the district. The installation of a few 
pieces of machinery in the shop has made it possible for our boys to 
approach the best work that is done in the county if not in the state. 
There will be a greater variety of design that has ever been ex- 
hibited before. 


We earnest urge the parents who are interested in the school and 
the work of the schools to visit the exhibit. | 





Supervising Principal 
These notes are not intended to indicate a belief on our part 
that all schools are unworthy. We have the most profound re- 
spect for that honorable body of men and women who at great 
sacrifice are devoting themselves to the training of the young. 
What we have in mind is to emphasize some of the shortcomings 
of educational departments which display no greater selective 
power than has been indicated and yet set themselves up as above 
criticism. 
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The widely-heralded programme of the so-called “radical bloc” in 
congress includes taxation. From statements emanating from individual 
members of this group it appears that legislation is to be proposed which 
will make income from what are now termed “tax-free securities” subject 
to income tax. Another measure is to be proposed which will reinstate 
the excess-profits tax in the laws. From the standpoint of the business 
public this is disquieting news, but when it is remembered that the con- 
gress just elected will not take office until December, 1923, and that it 
will be many months thereafter before such laws will be passed, the situa- 
tion assumes a better aspect. The plan to levy a tax on tax-free securities 
has the support of Secretary Mellon and it is probable, therefore, that 
any proposed revision of the law with respect to this subject will not be 
held over until the new congress assembles. It is highly probable also that 
some effort will be made to test the constitutionality of the provisions of 
section 220 of the revenue act of 1921. This section, as is well known, im- 
poses an additional tax of 25% upon income of corporations that “are 
formed or availed of” for the purpose of assisting their stockholders to 
evade surtaxes by not distributing accumulations of gains and profits 
beyond the reasonable needs of the business. In view of the pressure 
that is being brought to bear upon the taxing officers to enforce the pro- 
visions of this section, it would seem to be the part of wisdom to make 
a test case in some particular instance and thereby get a decision by the 
United States supreme court upon this important subject. 

We present in this issue a number of treasury decisions upon miscel- 
laneous subjects that are of more or less importance. 

One of them, No. 3408, makes it mandatory for taxpayers “carrying 
on the business of producing, manufacturing, purchasing or selling any 
commodities or merchandise, except the business of growing and selling 
the products of the soil,” to keep such permanent books of accounts or 
records, including inventories, as are necessary to the establishment of 
taxable income. Are those engaged in the business of growing and sell- 
ing the products of the soil recipients of one of the well advertised “special 
privileges” ? 

TREASURY RULINGS 
(T. D. 3399—October 7, 1922) 
Income tax—Inventories of live-stock raisers and other farmers. 


Articles 1586 of Regulations No. 45 (1920 edition) and Regulations No. 
62 amended—T. D. 3296 of March 3, 1922, modified. 


Article 1586 of regulations No. 45 (1920 edition) and article 1586 of 
regulations No. 62 are hereby amended to read as follows: 


Art. 1586. Inventories of live-stock raisers and other farmers— 
(1) Farmers may change the basis of their returns from that of receipts 
and disbursements to that of an inventory basis provided adjustments are 
made in accordance with one of the two methods outlined in (A) and 
(B) below. It is optional with the taxpayer which method is used, but 
having elected one method the option so exercised will be binding upon 
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the taxpayer and he will be precluded from filing amended returns upon 
the basis of the other method. 


(A) Opening and closing inventories shall be used for the year in 
which the change is made. There should be included in the rege 
inventory all farm products (including live stock) purchased or rai 
which were on hand at the date of the inventory and there must be sub- 
mitted with the return for the current taxable year an adjustment sheet 
for the preceding taxable year based on the inventory method, upon the 
amount of which adjustment the tax shall be assessed and paid (if any 
be due) at the rate of tax in effect for that year. Ordinarily an adjust- 
ment sheet for the preceding year will be sufficient but if, in the opinion 
of the commissioner, such adjustment is not sufficient to clearly reflect 
income, adjustments for earlier years may be accepted or required. Where 
it is impossible to render complete inventories for the preceding year or 
years, the department will accept estimates which, in its opinion, sub- 
stantially reflect the income on the inventory basis for such preceding 
year or years; but inventories must not include real estate, Casidings. 
permanent improvements, or any other assets subject to depreciation. 


(B) No adjustment sheets will be required, but the net income for 
the taxable year in which the change is made must be computed without 
deducting from the sum of the closing inventory and the sales and other 
receipts, the inventory of live stock, crops, and products at the beginning 
of the year; pt wf however, 


(a) That if any live stock, grain, or other property on hand at the 
beginning of the taxable year has been purchased and the cost thereof 
not charged to expense, only the difference between the cost and the sell- 
ing price should be reported as income for the year in which sold; 


(b) But if the cost of such property has been charged to expense for 
a previous year, the entire amount received must be reported as income 
for the year in which sold. 


(2) Because of the difficulty of ascertaining actual cost of live stock 
and other farm products, farmers who render their returns upon an in- 
ventory basis may at their option value their inventories for the current 
taxable year according to the “farm-price method,” which provides for 
the valuation of inventories at market price less cost of marketing. If 
the use of the “farm-price method” of valuing inventories for any taxable 
year involves a change in method of pricing inventories from that em- 
ployed in prior years, the opening inventory for the taxable year in which 
the change is made should be brought in at the same value as the closing 
inventory for the preceding taxable year. If such valuation of the opening 
inventory for the taxable year in which the change is made results in an 
abnormally large income for that year, there may be submitted with the 
return for such taxable year an adjustment statement for the preceding 
year based on the “farm-price method” of valuing inventories, upon the 
amount of which adjustments the tax, if any be due, shall be assessed and 
paid at the rate of tax in effect for such preceding year. If an adjustment 
for the preceding year is not, in the opinion of the commissioner, sufficient 
to clearly reflect income, adjustment sheets for prior years may be ac- 
cepted or required. 


Where returns have been made in which the taxable net income has 
been computed upon incomplete inventories, the abnormality should be 
corrected by submitting with the return for the current taxable year a 
statement for the preceding year in which such adjustments shall be made 
as are necessary to bring the closing inventory for the preceding year 
into agreement with the opening complete inventory for the current tax- 
able year. If necessary to clearly reflect income, similar adjustments may 
be made as at the beginning of the preceding year or years and the tax, 
if any be due, shall be assessed at the rate of tax in effect for such year 
or years, 
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T. D. 3296 is hereby superseded in so far as it is inconsistent with the 
provisions of this treasury decision. 


(T. D. 83400—October 10, 1922) 
Income tax—Insurance companies. 
Article 691 of Regulations No. 62 amended. 


Article 691 of regulations No. 62 is hereby amended to read as 
follows : 


Art. 691. Tax on insurance companies.—For the calendar year 1921 
all insurance companies (other than life) are subject to taxes imposed by 
section 230 (corporation income tax) and title III (war-profits and excess- 
profits tax). For the calendar year 1922 and thereafter, however, in lieu 
of such taxes, insurance companies, except life and mutual companies, are 
subject to the tax imposed by section 246. Mutual insurance companies 
(other than life) remain subject to the tax imposed by section 230. In 
articles 691-693 the term “insurance companies” means only those com- 
panies subject to the tax imposed by section 246. The rate of the tax 
imposed by section 246 is the same as the rate imposed by section 230 
(12% per cent.), but the net income upon which the tax is imposed, as 
defined in sections 246 and 247, differs from the net income of other cor- 
porations. Insurance companies are entitled to the benefit of section 204 
(net losses), but not of section 206 (capital net gain). All provisions of 
the statute and of these regulations not inconsistent with the specific 
provisions of sections 246 and 247 are applicable to the assessment and 
collection of this tax, and insurance companies are subject to the same 
penalties as provided in the case of returns and payment of income tax 
by other corporations. Since section 246 provides that the underwriting 
and investment exhibit of the annual statement approved by the National 
Convention of Insurance Commissioners shall be the basis for computing 
gross income and since the annual statement is rendered on the calendar- 
year basis, the first returns under section 246 will be for the taxable year 
ending December 31, 1922, and will be made on or before March 15, 1923. 


(T. D. 3402—October 18, 1922) 
Income tax—Sale of stock and rights. 


Sale of the right to subscribe to stock—Article 39 of Regulations 
No. 45 amended. 


Article 39 of regulations No. 45, as amended by T. D. 3206 of July 
28, 1921, is amended to read as follows: 


Arr. 39. Sale of stock and rights—When shares of stock in a cor- 
poration are sold from lots purchased at different dates and at different 
prices and the identity of the lots can not be determined, the stock sold 
shall be charged against the earliest purchases of such stock. The excess 
of the amount realized on the sale over the cost of the stock will con- 
stitute gain. However, the gain which is taxable in the case where the 
stock was acquired before March 1, 1913, when its fair market value as 
of that date is in excess of its cost, is the excess of the amount realized 
by the sale over such value. No gain is recognized when stock is sold at 
more than its cost but at less than its fair market value as of March 1, 
1913. In the case of stock in respect of which any stock dividend was 
paid, the cost of each share of such stock shall be ascertained as specified 
in article 1547. Where common stock is received as a bonus with the 
purchase of preferred stock or bonds, the total purchase price shall be 
fairly apportioned between such common stock and the securities pur- 
chased, for the purpose of determining the — of the cost attributable 
to each class of stock or securities, but if that should be impracticable in 
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any case, no profit on any subsequent sale of any part of the stock or 
securities will be realized until out of the proceeds of sales shall have been 
recovered the total cost. See article 1565 as amended. Where a corpora- 
tion issues to its stockholders the right to subscribe to its stock, the value 
of the right does not constitute taxable income to the stockholder, but 
gain may be derived or loss sustained by the stockholder from the sale 
of such right. The amount of taxable gain derived or deductible loss 
sustained from the sale by a stockholder of the right to subscribe or from 
the sale of the stock with respect to which the right is issued shall be 
determined as provided in article 1561 as amended, after the cost or both 
the cost and fair market value as of March 1, 1913, if acquired prior 
thereto of both the old shares and the right is determined in petal anes 
with the following rule: 

Where the right issued relates to new stock of substantially the same 
character or preference as the stock with respect to which the right is 
issued, the cost of each share of the old stock and the right to subscribe 
to each share of the new (or, if acquired prior to March 1, 1913, the 
fair market value as of that date) will be the quotient of the cost (or 
such fair market value of the old shares of stock), plus the subscription 
price of the new shares of stock, divided by the sum of the number of the 
old shares and the number of new shares covered by the right. In com- 
puting the gain from the sale of the right in accordance with article 1561 
the price for which sold shall be considered the sum of the subscription 
price of the new shares and the selling price of the right. The above rule 
for computing the gain from the sale of the right to subscribe to stock is 
subject to the limitation that the gain so computed shall not exceed the 
amount for which the right is sold; in any case in which this limitation 
is applied the gain or loss from the subsequent sale of the stock with 
respect to which the right was issued shall determined as if no right 
to subscribe had been issued with respect to it. Where the stockholder 
exercises his right to subscribe to new stock of substantially the same 
character or preference as the stock with respect to which the right is 
issued, the cost of the old and new shares (or, if acquired prior to March 
1, 1918, the fair market value as of that date) will be the quotient of the 
cost of the old shares, plus the subscription price of the new shares, 
divided by the total number of the old and new shares. Where the right 
issued deals with stock in whole or in part of a character or preference 
materially different from the stock with respect to which the ba. is 
issued, or where the stock with respect to which the right is iss d was 
purchased at different times and at different prices, and the identity of 
the lots can not be determined, or where the stock with respect to which 
the right is issued was purchased at different times and at different prices 
and the stock right issued with respect to such stock can not be identified 
as having been issued with respect to any particular lot of such stock, the 
computation of the gain from the sale of the old shares or the right in 
cases where the right is sold or from the sale of the old or new shares in 
cases where the right is exercised shall be based u and shall be in 
accordance with the principles laid down in article 1547 as amended with 
respect to the computation of the gain or loss from the sale of stock 
received as a stock dividend. 


(T. D. 34083—October 18, 1922) 


Income tax—Sale of stock and rights. 


Sale of the richt to subscribe to stock—Article 39 of Regulations 
No. 62 amended. 


Article 39 of regulations No. 62 is amended to read as follows: 


Art. 39. Sale of stock and rights—When shares of stock in a cor- 
poration are sold from lots purchased at different dates and at different 
prices and the identity of the lots can not be determined, the stock sold 
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shall be charged against the earliest purchases of such stock. The excess 
of the amount realized on the sale over the cost of the stock will con- 
stitute gain. However, the gain to be included in gross income in the 
case where the stock was acquired before March 1, 1913, when its fair 
market value as of that date is in excess of its cost, is the excess of the 
amount realized by the sale over such value. No gain is recognized when 
stock is sold at more than its cost but at less than its fair market value 
as of March 1, 1913. In the case of stock in respect of which any stock 
dividend was paid, the cost of each share of such stock shall be ascertained, 
as specified in article 1548. Where common stock is received as a bonus 
with the purchase of preferred stock or bonds, the total purchase price 
shall be fairly apportioned between such common stock and the securities 
purchased for the purpose of determining the portion of the cost attribut- 
able to each class of stock or securities, but if that should be impracticable 
in ahy case, no profit on any subsequent sale of any part of the stock or 
securities will be realized until out of the proceeds of sales shall have been 
recovered the total cost. See article 1567. Where a corporation issues 
to its stockholders the right to subscribe to its stock, the value of the right 
does not constitute taxable income to the stockholder, but gain may be 
derived or loss sustained by the stockholder from the sale of such right. 
The amount of taxable gain derived or deductible loss sustained from the 
sale by a stockholder of the right to subscribe or from the sale of the 
stock with respect to which the right is issued shall be determined, as 
provided in article 1561, after the cost, or both the cost and fair market 
value as of March 1, 1913, if acquired prior thereto, of both the old shares 
and the right is determined in accordance with the following rule: 
Where the right issued relates to new stock of substantially the same 
character or preference as the stock with respect to which the right is 
issued, the cost of each share of the old stock and the right to subscribe 
to each share of the new (or, if acquired prior to March 1, 1913, the fair 
market value as of that date) will be the quotient of the cost (or such 
fair market value) of the old shares of stock, plus the subscription price 
of the new shares of stock, divided by the sum of the number of the old 
shares and the number of new shares covered by the right. In computing 
the gain from the sale of the right in accordance with article 1561 the 
price for which sold shall be considered the sum of the subscription price 
of the new shares and the selling price of the right. The above rule for 
computing the gain from the sale of the right to subscribe to stock is 
subject to the limitation that the gain so computed shall not exceed the 
amount for which the right is sold ; in any case in which this limitation 
is applied the gain or loss from the subsequent sale of the stock with 
respect to which the right was issued shall be determined as if no right 
to subscribe had been issued with respect to it. Where the stockholder 
exercises his right to subscribe to new stock of substantially the same 
character or preference as the stock with respect to which the right is 
issued, the cost of the old and new shares (or, if acquired prior to March 
1, 1913, the fair market value as of that date) will be the quotient of the 
cost of the old shares, plus the subscription price of the new shares, 
divided by the total number of the old and new shares. Where the right 
issued deals with stock in whole or in part of a character or preference 
materially different from the stock with respect to which the right is 
issued, or where the stock with respect to which the right is issued was 
purchased at different times and at different prices, and the identity of 
the lots can not be determined, or where the stock with respect to which 
the right is issued was purchased at different times and at different prices 
and the stock right issued with respect to such stock can not be identified 
as having been issued with respect to any particular lot of such stock, the 
computation of the gain from the sale of the old shares or the right in 
cases where the right is sold or from the sale of the old or new shares in 
cases where the right is exercised shall be based upon and shall be in 
accordance with the principles laid down in article 1548 with respect to 
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the computation of the gain or loss from the sale of stock received as a 
stock dividend. 


(T. D. 3407—November 2, 1922) 
Income tax Revenue act of 1916—Decision of Supreme Court. 


Resipuary Estate Devisep to Cuarity Hospirat—Devise Susyect To 
ANNUITIES—TAXABILITY OF INCOME. 


Income of a residuary estate devised to a hospital created solely for 
charitable uses and purposes and coming within the exemption provisions 
of section 11 (a) of the revenue act of 1916, the devise being subject 
to payment of certain annuities, and all the annuitants being dead save one, 
and the trustee having loaned the residuary fund to the hospital which 
paid only interest enough to satisfy administration charges and the 
remaining annuity, was not subject to tax under section 2 (b) of such 
revenue act, though under the law of the State of the hospital’s situs 
the income could not be paid outright to the hospital until death of all 
annuitants and until then must remain in control of the trustee. 


The attached decision of the supreme court of the United States in 
the case of Lederer, collector, v. Alexander D. Stockton, trustee under 
the will of Alexander J. Derbyshire, deceased, affirming the decision of 
the United States Circuit Court of Appeals for the Third Circuit (266 
Fed. 676), is published for the information of internal revenue officers 
and others concerned. 


SupREME Court oF THE UNnitep States. No. 16. Ocroper Term, 1922. 


Ephraim Lederer, collector of internal revenue for the first district of 
Pennsylvania, petitioner, v. Alexander D. Stockton, sole surviving trustee 
under the will of Alexander J. Derbyshire, deceased. 


Writ of certiorari to the United States Circuit Court of Appeals 
for the Third Circuit. 


[October 16, 1922] 
Mr. Chief Justice Taft delivered the opinion of the court: 


The question in this case is whether the income-tax law of September 
8, 1916 (39 Stat. 756), as amended by the act of October 3, 1917 (40 Siat. 
300), requires the contributors to the Pennsylvania Hospital, a corporation 
of Pennsylvania, created for charitable uses and pur ses, no part of 
whose net income is for the benefit of any private stockholder or indi- 
vidual, to pay a tax on the income of a residuary estate devised to it by 
the will of Alexander J. Derbyshire in 1879 and inuring to its benefit under 
the following circumstances: The devise was subject to the payment of 
certain annuities. All of the annuitants are dead save one. Under a 
statute of Pennsylvania, the supreme court of that state decided that the 
income could not be paid outright to the hospital until the death of all the 
annuitants and until then must remain in control of the trustee appointed 
under the will. (Biddle’s appeal, 99 Pa. St. 525; Derbyshire’s estate, 239 
Pa. 389.) The trustee transferred the whole residuary fund as a loan for 
15 years to the hospital, and secured himself by mortgage on property of 
the hospital. Under the terms of the loan and mortgage, the hospital only 
pays interest enough to satisfy the administrative charges and the annuity. 
It uses the remainder of the income from the fund for its ses. It is 
thus actually receiving the full benefit of the income of $15,000 from the 
residuary fund, reduced only by the annuity of $800. 


Section 2 (b) of the income tax law of 1916, supra, is as follows: 


Income received by estates of deceased persons during the period of 
administration or settlement of the estate shall be subject to the normal 
and additional tax and taxed to their estates, and also such income of 
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estates or any kind of property held in trust, including such income 
accumulated in trust for the benefit of unborn or unascertained persons, 
or persons with contingent interests, and income held for future distribu- 
tion under the terms of the will or trust shall be likewise taxed, the tax 
in each instance, except when the income is returned for the purpose of 
the tax by the beneficiary, to be assessed to the executor, administrator, or 
trustee, as the case may be: Provided, That where the income is to be 
distributed annually or regularly between existing heirs or legatees or 
beneficiaries the rate of tax and method of computing the same shall be 
based in each case upon the amount of the individual share to be dis- 
tributed. 

Section 11 (a) of the same act provides: 

That there shall not be taxed under this title any income received by 
any * * * corporation or association organized and operated exclusively 
for religious, charitable, scientific, or educational purposes, no part of 
the net income of which inures to the benefit of any private stockholder 
or individual. 

Upon these facts, Lederer, the internal revenue collector, assessed 
Stockton, the trustee, on the income from the residuary estate for the 
years 1916 and 1917, under section 2 (b), and collected the same. The 
trustee brought suit in the United States district court against the col- 
lector to recover the sums so paid as illegally collected. The district 
court gave judgment for the trustee, and this was affirmed by the circuit 
court of appeals for the third circuit (266 Fed. 676). 

This residuary fund was vested in the hospital. The death of the 
annuitant would completely end the trust. For this reason the trustee 
was able safely to make the arrangement by which the hospital has really 
received the benefit of the income subject to the annuity. As the hos- 
pital is admitted to be a corporation whose income when received is ex- 
empted from taxation under section 11 (a), we see no reason why the 
exemption should not be given effect under the circumstances. To allow 
the technical formality of the trust, which does not prevent the hospital 
from really enjoying the income, would be to defeat the beneficent pur- 
pose of congress. 

The judgment of the circuit court of appeals is affirmed. 


(T. D. 3408—November 2, 1922) 
Income tax—Permanent records. 


Every taxpayer carrying on the business of producing, manufacturing, 
purchasing, or selling any commodities or merchandise, except the busi- 
ness of growing and odliad products of the soil, shall for the eeepene 
of determining the amount of income under the revenue act of 1921, keep 
such permanent books of account or records, including inventories, as are 
necessary to establish the amount of gross income and deductions, credits, 
and other information required by an income tax return. (Secs. 1300 and 
1308 of the revenue act of 1921.) The taxpayer shall produce such books 
of account or records for the inspection of revenue officers duly author- 
ized by law to inspect the same at such time and in the manner provided 
by law. (Secs. 253 and 1308 of the revenue act of 1921.) 


(T. D. 3409—November 13, 1922) 
Appeals and hearings. 
Section 250 (d), revenue act of 1921—Article 1006, Regulations 
No. 62, amended. 


Article 1006, regulations No. 62, is hereby amended to read as follows: 


Appeals and hearings.—Section 250 (d) of the revenue act of 1921 
provides that if, upon examination of a return made under the revenue act 
of 1916, 1917, 1918, or 1921, an income or excess profits tax or a deficiency 
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therein (which deficiency is defined in sec. 250 (b) as meaning the differ- 
ence, to the extent not covered by any credit due to the taxpayer under 
sec. 252, between the amount of the tax already paid and that which 
should have been paid) is discovered, the yer shall be notified thereof 
and shall have the right of an appeal and a hearing before an assessment 
is made. As soon as practicable, therefore, after a return is filed, whether 
by the taxpayer or as provided in section 3176, Revised Statutes, as 
amended, it is examined and if a tax or a deficiency in tax is di a 
the taxpayer shall be notified thereof by registered mail and a period of 
not less than 30 days given the taxpayer in which to file an appeal to the 
commissioner and show cause or reason why such tax or deficiency should 
not be paid. Full 30 days from the mailing (not the receipt) of such 
notice to file an appeal shall be given the taxpayer. The must be 
filed in the office of the commissioner in Washington within 31 days 
from the mailing of the notice, but if it is mailed in time to be received 
by the commissioner within such period in the ordinary course of the 
mails it will be considered as having been filed within such period. No 
particular form of appeal is required, but the miust set forth specif- 
ically the exceptions upon which it is taken. e a shall be under 
oath and must contain a statement that it is not taken for the purpose 
of delay. The facts and grounds upon which the taxpayer relies in con- 
nection with his appeal must be fully stated. 

Upon the receipt of the appeal and before it is made the subject of 
a hearing by the agency designated by the commissioner to hear such 
appeal, the appeal will be referred to the income tax unit in Washington, 
or to the division thereof where such proposed assessment is being con- 
sidered. The taxpayer may request a conference before the income tax 
unit to be held within a period prior to the expiration of five days after 
the time for the filing of an appeal. Five days prior to the expiration of 
the time allowed for a conference the taxpayer shall submit all data and 
briefs upon which he relies in connection with his appeal. If the income 
tax unit and the taxpayer are unable to reach an agreement es 
the amount of the proposed assessment, the appeal shall be transmitt 
to such agency as the commissioner may designate for consideration and 
hearing. Opportunity for a hearing before the appeal agency shall be 
granted if requested within a reasonable time in accordance with the prac- 
tice and procedure of such agency. The taxpayer in his appeal may rely 
upon data previously submitted, or he may obtain a reasonable extension 
of time, if cause therefor is shown, in which to file additional data, evi- 
dence, or argument. 

Such request shall be under oath and must state specifically the rea- 
sons for additional time. 

In the case of a return which is examined in the collector’s office 
where a tax or deficiency therein is discovered, the er wil) be notified 
thereof by registered mail and the same period given taxpayer in which 
to file an appeal to the commissioner and show cause or reason why such 
tax or deficiency should not be paid. Such appeal shall be filed in the 
manner prescribed above. The appeal will be referred to the collector’s 
office where such proposed assessment is being considered. The procedure 
in connection with such appeal shall be the same as hereinbefore provided 
in the case of appeals from the decision of the income tax unit. 

No assessment under section 250 (d) shall be made withouit notification 
to the taxpayer of his right to appeal and show cause, excep: that in any 
case where the commissioner believes that the collection of the amount 
due will be jeopardized by delay, he may make the assessment without 
giving such notice or awaiting the conclusion of a hearing. 

Where a taxpayer has been given an opportunity to appeal and has 
not done so, as above set forth, and an assessment has been made, or 
where a taxpayer has appealed and an assessment in accordance with the 
final decision on such appeal has been made, no claim in abatement of the 
assessment shal] be entertained. 


45 





The Journal of Accountancy 








Where an assessment has been made without giving the taxpayer an 
opportunity to appeal or without awaiting a decision on an appeal that 
has been perfected, a bona fide claim in abatement of the assessment, filed 
— ten days after notice and demand by the collector, may be enter- 
tained. 


(T. D. 3411—November 24, 1922) 
Federal estate taxes—Deduction. 
Article 134, Regulations No. 45 (1920 edition), and article 134, 
Regulations No. 62, amended. 


Article 134, regulations No. 45 (1920 edition), as amended by T. D. 
3316 and regulations No. 62, article 134, are hereby amended by substi- 
tuting for the first paragraph thereof the following: 

ederal estate taxes, paid or accrued during the taxable year, are an 
allowable deduction from the gross income of the estate in computing 
the net income thereof subject to tax. The whole amount of such taxes, 
irrespective of when paid, is deemed to have accrued on the due date 
thereof, namely, one year after the decedent’s death (sec. 406, title IV, 
revenue act of 1921), and, if the accounts of the estate are kept on an 
accrual basis, are deductible from gross income of the taxable year in 
which such due date falls, or for the taxable year in which paid, if paid 
before the due date. If the accounts are kept on the basis of cash re- 
ceipts and disbursements, deduction may be taken from gross income of 
the taxable year or years in which the payment or payments may have 
been made. 


(T. D. 3412—November 24, 1922) 


Excise taxes—Revenue act of 1917—Decision of court. 
1, Nature or Tax Imposep sy Section 600. 


The tax imposed by section 600 of the revenue act of 1917 is upon 
the sale of the particular articles named in the statute, not upon 
tkeir manufacture. 


2. Exports—SALES WITHIN UNITED STATES FoR Export—CoNsTITUTION- 
ALITY. 


Where goods are sold and delivered by the manufacturer within 
the United States and are later exported by the purchaser, the pur- 
chaser, and not the manufacturer, is the exporter, and a tax levied 
upon such sale is not a tax upon exports in violation of article 1, 
section 9, of the constitution of the United States, even though such 
sale was made with the knowledge and intention of the manufacturer 
that the articles sold would be immediately exported, and the articles 
were, in fact, so exported. 


8. Same—SaLe AND DELIVERY WITHIN Unitep States, WHAT CONSTITUTES. 


A sale by a manufacturer to a foreign purchaser through the lat- 
ter’s agent resident in the United States and consummation of such 
sale by delivery to the agent through delivering the goods to a steam- 
ship company at its dock in New York and taking a receipt therefor 
and delivering such receipt to the agent, the agent later bringing 
about the shipment abroad by himself taking out the bill of lading and 
other shipping documents, is a sale and delivery by the manufacturer 
within the United States, and hence taxable. 


The attached decision of the United States district court for the 
southern district of New York in the case of A. G. Spalding & Bros. 
v. William H. Edwards, collector, is published for the information of in- 
ternal-revenue officers and others concerned. 
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Unttep States Districr Court, SoutHern District or New York. 


A. G. Spalding & Bros., plaintiff, v. William H. Edwards, collector of 
internal revenue for the second district of New York, defendant. 
DemurreR to the causes of action set forth in plaintiff's third amended complaint. 
[September 13, 1922.] 


Knox, district judge: The complaint herein, containing three causes 
of action, was filed to recover the sum of $11.11, the amount of certain 
war excise taxes assessed and collected by defendant under the alleged 
authority of sectior 600 of the revenue act of 1917. The tax was laid in 
respect of the sale by plaintiff of certain sporting goods for export 
to foreign customers. Each cause of action relates to a separate sale, and 
each exportation was had to a different country. Nevertheless, the facts 
are essentially similar, and one statement thereof will sufficiently indicate 
whether a good cause of action is set forth. 

Delgado & Cia., a business firm at La Guaira, Venezuela, on November 
20, 1918, ordered Scholtz & Co., a-shipping and export commission house 
in this city, to purchase for their account and risk, a quantity of base- 
balls and baseball bats, manufactured within the United States by ye 
tiff, and to cause the same to be shipped to La Guaira. Scholtz & Co. 
purchased the merchandise from plaintiff, agreeing to pay for the same 
within 10 days. At the same time plaintiff was instructed to mark the 
goods for shipment to Venezuela. This was accordingly done; the pack- 
ages were delivered into the custody of Atlantic & Caribbean Steam Navi- 
gation Co., an exporting carrier, a receipt therefor being obtained by 
plaintiff. This was delivered to Scholtz & Co., which concern, in due 
course, exchanged the receipt for the carrier’s export bill of lading, dated 
February 20, 1919. 

Under date of January 22, 1919, plaintiff forwarded to Scholtz & Co. 
an invoice of the goods which was paid upon February 1, 1919. 

For services performed Scholtz & Co. received a commission of 5 per 
cent. of the amount of the purchase price, marine insurance, freight 
charges, and other such items, from Delgado & Cia., upon whose open 
account, payable in 90 days, the purchase had been made. 

Tax upon the sale having been assessed and demanded by defendant, 
the same was paid under protest and to prevent the distraint and sale 
of plaintiff's property. Thereafter application for a refund was duly 
made by the plaintiff, and this being of no avail, suit was instituted as 
aforesaid. 

The basis of the effort to recover is that the tax constitutes a burden 
upon exports and is in consequence contrary to article 1 of section 9 of 
the federal constitution which reads: “No tax or duty shall be laid on 
articles exported from any State.” 


The statute under which defendant assumed to act provides: 
Sec. 600. That there shall be levied, assessed, collected, and paid— 
* * 


* * * * * * * 

(f) Upon all tennis rackets, golf clubs, baseball bats, lacrosse sticks, 
balls of all kinds, including baseballs, * * * sold by the manufacturer, 
producer, or importer, a tax equivalent to three per centum of the price 
for which so sold. 

It is conceded that the tax is upon sales and not upon the manufacture 
of the goods. : f 

In support of its position plaintiff argues that while the foreign 
journey or movement of the merchandise is one thing, and the 
and selling which occasion such movement is another thing, both are 
nevertheless parts of and steps in the export trade, and that each therefore 
constitutes a part of the process of exportation, and as such is free from 
taxation. In connection therewith attention is called to the case of 
Dahnke-Walker Milling Co. v. Bondurant, decided by the supreme court 
upon December 12, 1921, where it was held that when goods are pur- 
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chased in one state for transportation to another the commerce therein 
includes the purchase quite as much as it does the transportation. 

To this the defendant replies that a distinction is to be made between 
tax on the exportation of articles and a tax on a transaction in foreign 
or interstate commerce, saying that congress may, if it wishes, lay taxes 
upon transactions in foreign commerce so long as the act of exportation 
and its immediate incidents and instrumentalities are exempted therefrom. 

A consideration of the numerous authorities cited by the respective 
parties has convinced me that defendant’s demurrer, attacking the suffi- 
ciency of the complaint, must be sustained. 

It may be, as argued, that had plaintiff, in pursuance of its sale, 
actually attended to the details of taking out the ocean bill of lading, 
upon the shipment to Delgado & Cia., and forwarded the same, with the 
draft attached, to its customer, the transaction would not be subject to 
the tax. In that event, there would have been such a relationship be- 
tween the successive steps of the process of exportation as to adrnit of but 
little question as to its nature. 

Here, however, the sale was wholly made and consummated within 
the United States; the only part played by plaintiff in the actual export 
movement was that at the request of its purchaser it marked and delifered 
the goods to the steamship company. So far as plaintiff was concerned, the 
merchandise might have been removed from the carrier’s custody by Scholtz 
& Co., and resold within the United States. The reason for this was 
that no actual export movement on the part of plaintiff was ever begun. 
And as Judge Hough said in this court, in Peck v. Lowe (234 Fed. 126), 
“Protection [from taxation] begins with that act [of exportation] and 
must end with its completion.” The most that can be said of plaintiff’s 
activities is that in selling the merchandise, and delivering the same to the 
carrier, it made the goods available for exportation by the purchaser. 

The sales tax now under consideration was not imposed because the 
goods were to be sent abroad, but was levied upon all sales of goods of 
the same class, whether intended for use in the domestic or foreign trade; 
and it is, I think, well within the reasoning employed by the supreme court 
in Peck v. Lowe (247 U. S. 165.) 

It was there said, quoting from Thames & M. M. Ins. Co. v. United 
States (237 U. S. 25): 

That where the tax is not laid on the articles themselves while in 
course of exportation the true test of its validity is whether it “so directly 
and closely” bears on the “process of exporting” as to be in substance 
a tax on the exportation. In this view [of the case] it has been held that 
the [constitutional] clause [above quoted] does not condemn or invalidate 
charges or taxes, not laid on property while being exported, merely be- 
cause they affect exportation indirectly or remotely. 

The tax upon the sales in question did nothing more than this and 
while it is doubtless true that the line by which the beginning of an actual 
export movement is to be marked may, at times, be difficult to ascertain, 
and, of necessity, arbitrarily fixed, I am of the opinion that it is not for 
me to broaden the interpretation heretofore placed upon the constitutional 
provision by the supreme court. To sustain the plaintiff's contention 
would have that effect. 

The demurrer interposed to each cause of action will be sustained, 
and plaintiff's complaint dismissed. 


(T. D. 3414—November 25, 1922) 
Income tax—Depreciation of leaseholds. 

A lessee is not entitled under the revenue acts of 1916, 1917, 1918, 
or 1921 to an allowance for depreciation based on the value of his lease 
as of March 1, 1918, if acquired prior thereto, but where a leasehold is 
acquired for business purposes for a specified sum, the purchaser may 
take as a deduction in his return an aliquot part of such sum each year, 
based on the number of years the lease has to run. 
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INSTITUTE EXAMINATIONS 


[Nore—The fact that these solutions appear in THE JoURNAL OF 
AccounTANCY should not lead the reader to assume that they are the 
official solutions of the American Institute of Accountants. They merel 
represent the personal opinion of the editor of the Students’ Department. 


AMERICAN INSTITUTE OF ACCOUNTANTS 
EXAMINATION IN ACCOUNTING THEORY AND PracticeE—Part I 


Novemper 16, 1922, 1 P. M. to 6 P. M. 


The candidate must answer the first three questions and any two other 
questions. 


No. 1 (23 points) : 


Following is the balance-sheet of the Olympic Manufacturing Com- 
pany at August 31, 1922: 














: ASSETS 
Fixed Assets: 
Land and buildings: 
COE t cccecwestoebesoses ee or yee : 
PN kc kc cidecideictohncsune $30,000.00 
Less reserve for depreciation ... 6,000.00 24,000.00 ........ csseuese 
$32,000.00 
Plant ot GOeNOEE 6... ciccdbudscemesss © sacascce . 
One oes cok cnc ccasekeets AGEs. aaeoweas 10,000.00 ........ 
500.00 
Permanent Investments: 
Stock of the Oak Knoll Co. (80%) ........  ccccceee 45,000.00 ........ 
Advances to Oak Knoll Company 
CEM 6.00056 adekueed bok cs 00e.. nec ne 15,000.00 ........ 
$60,000.00 
Current Assets: 
Inventories : 
PE oS. ictevcccenss bebmenee 12,000.00 
GORE I OED 60s sccccecicdce oan eunas 7,500.00 
Se I Sis cue chun tence scaepnns 5,000.00 
24,500.00 
ete WO foi i 5 nck nee cad ect ecese! Gebsnees 6,000.00 ........ 
Accrued interest on notes 
GOAN Sic aiilins hice dices edeeance Seeabens De cchwceae 
Accounts receivable ...........6 sesceeee , 0 | RRP Pope ee 
Less reserve for bad debts .... ........ SS eee oa was 
——_ 28,150.00 
Cooly nic RR ah oc hes knends aves wee 625.00 ....... : 
$59,365.00 
Deferred Charges: 
Moamsiactadies questa... ... .. ccunsege .sescevas | | Seer ‘ 
Prapetd aOveree ci5ccs oo. 0s sad eekss 09 cnchas 300.00 ‘ 
a 465. 
$186,330.00 


49 

















The Journal of Accountancy 





LIABILITIES 
Fixed Liabilities: 
Mortgage on land & buildings... ........ ...cce0e  ceveeees $15,000.00 
Current Liabilities: 
SE EN,  cncncddidebéaves ccscsvce etnueeee $40,000.00 ........ 
TS oo osc acecank.sesasdes- ceeies 35,000.00 ........ 
STEEL in vhnctepanetavcrk asvauane weutecss ME sip sices 
SIE ND ki vavnccdcasdanens Cedccukd ave quate | a 
Accrued interest on mortgage ... ........  sesseees ME hexdcase 
Accrued interest on notes payable ........ .....++. | are 
76,240.00 
Capital: 
SE GUE. cnn ca pusuaNbs 6h, Meuawdes SeEeekan 50,000.00 ........ 
NE ie a kn dacs nace sched: cecewuas Jeenawee BOD nccsccce 
Reserve for working capital ... ........ sesseess PROGR ..nccccsss 
—— $95,090.00 
$186,330.00 


The Oak Knoll Company has gone into the hands of a receiver with 
prospects of paying its creditors at the rate of thirty cents on the dollar. 
The Olympic Manufacturing Company is thereby embarrassed financially, 
and its creditors call for a statement of affairs and a deficiency account, 
which you are asked to prepare. 


AppITIONAL INFORMATION AS To Asset VALUES, Etc. 


Estimated 
Value 
DE ee ek ue nbhaless bn vs ebhabGauenees $10,000.00 
‘GEE NEE OLIN Ee PPT 17,500.00 
Plant and equipment ..........ccccccsecess 15,000.00 
EE MED nnce cibasce cvediscneccmees 9,000.00 
TOOES TR POGUES osc ccescescssccccccccesens 8,000.00 
I ee ak oad is opener 4,500.00 
Notes receivable and interest—all good 
Accounts receivable 
ME sae Giau cub Gubeieses6siadsh.cb cee $13,000.00 13,000.00 
SOME... cde Goemieuenc<5 o0ed eee ete 000.00 5,000.00 
TUE ius vcchckaeaeeses cos cdensednseee 7,400.00 
28,400.00 
CU Scnekecnndvtievcdesdcn ocasccipbesepea 625.00 


Deferred charges—no value. 


The notes-payable account represents four notes, as follows: 

Note for $3,000.00 with accrued interest of $50.00 secured by notes 
receivable of $4,000.00 on which $40.00 interest has accrued. 

Note for $25,000.00 with accrued interest of $200.00. The holder of 
this note also holds the Oak Knoll stock as collateral. 

Note for $8,000.00 secured by notes receivable of $1,000.00 on which 
$30.00 interest has accrued, and by warehouse receipts for raw 
material having a book value of $4,000.00 and an estimated realiz- 
able value of $3,800.00. 

Note for $4,000.00 unsecured. 
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Solution: (Left side of statement) 


THe Otympic MANUFACTURING COMPANY 
STATEMENT OF AFFAIRS 
August 31, 1922 


Assets 
Book Expected 
value to realize 
Assets pledged with fully secured creditors: 
$8,000 Land—estimated value ...........sseceeceeess $10,000 
24,000 Buildings (cost $30,000 less dep’n. $6,000) 
entinbted CHIE: 646s ccs ctkdcicdssceeue 17,500 


Total os ceshussntngsekasen’stunaee 27,500 
Deduct mortgage and interest—per contra 15,150 


4,000 Notes receivable—estimated value ............ 000 
40 Interest on notes receivable—estimated value .. 40 
WA. 6 ascccsctcugeansees aeaetdenetss 4,040 

050 





$12,350 





Less notes payable and interest—per 
COURIE ico 0.0 a vncscs nash sntenbese 8, 





Assets pledged with partially secured creditors: 
1,000 Notes receivable—estimated value ............- 1,000 
30 Interest on notes receivable—estimated value .. 30 
4,000 Raw material—estimated value .............. 8,800 


Total—deducted contra ...........eee- 4,830 


Free assets: 

Plast and eqelgeneet «ow cccccasecseds cosssenss 15,000 
Goodwili—no value 

Stock of Cak Knoll Com Company value 

Advances to Oak Knoll Company ............. 4,500 
Finished goG8g. oxccvechcccsccusshawine saveces 9,000 
ee ee ree ere hh 1 Srmerauye~ 8,000 
Wat Ge i ek os dk ses vvatenabiensvadeses 700 
TN SURO, oiics cs becca etbawcheseechun 1,000 
Interest accrued on notes receivable .......... 20 
Accounts receivable : 











— DO 
S2> 


ae 


BB ee na 
383333335 


28,400 
___ 250 reserve for bad debts 
~ 98,150 net book value 
GOS Ce sick cin i kcac acces neckeesssss. csc cee ‘oe 
165 Manufacturing supplies 
300 Prepaid advertising 
"Total Biee MRGGRS «obo vabc sigeevccvccasduaeess 


ete preferred claims—per contra: 


Tee eee eee eee eee eee ee ee 


eee eee eee eee eee eee 







































The Journal of Accountancy 














(Right side of statement) 
Book Liabilities Expected 
value to rank 
Preferred liabilities: 
$700 Accrued wages—deducted contra 
140 Accrued taxes—deducted contra 


Fully secured liabilities: 




















15,000 Mortgage on land and buildings .............. $15,000 
150 Accrued interest on mortgage .........++++e+: 150 
Total—deducted contra ..........+s-0- 15,150 
8,000 Notes payable ............cseseseeceeeneecees 3,000 
BD . FOI TORE giv nino vin c ccs cddccccdtsuasis tos 50 
Total—deducted contra ................ 8,050 
Partially secured liabilities: 

BOS. ICONS: SHED 0s cvndnnenncidpunccugndssecdaas 8,000 

Less notes receivable, interest and raw 
material—per contra .............. 4,830 

































$3,170 
Unsecured liabilities: 
GOD. TB irises cov ndcccudbessbbens seve 25,000 
BOD Pe IO hb 5 < o 5.0 600k cadtbccecdtticoss 200 
(Holder of note also holds worthless Oak 
Knoll stock) 
PE IIE diciivecccinccevcsudeweusicosneses 4,000 
BEGGS ACCUMMES HPAPORES 2... cccccsesececcccscccions 35,000 
Capital: 
50,000 Capital stock 
85,090 Surplus 
10,000 Reserve for working capital 
$186,330 $67,370 
THe Otympic MANUFACTURING COMPANY 
DEFICIENCY ACCOUNT 
August 31, 1922 
Estimated loss in excess of reserves: Estimated gain: 
SD Ss uated d eae $6,500 Lal ona daas ivwkssgenss $2,000 
Plant and equipment .. 9,500 Estimated loss on realiza- 
GE cunvdeavcatans 10,000 RP 2S i> 98,115 
Stock of Oak Knoll ——_——-. 
ON OEE SS 45,000 $100,115 
Advances to Oak Knoll === 
COMBGNG ccctrevcstss 10,500 
Finished goods ........ 8,000 
Goods in process ...... 4,500 
Raw material .......... 
y Accounts receivable ... 10,150 Estimated loss to stockholders: 
re Manufacturing supplies. 165 Capital stock .. $50,000 
, Prepaid advertising .... Surplus ....... 35 
———. Working capital 
$100,115 reserve ..... 10, 
— 95,090 
Estimated loss—down .... $98,115 Deficiency to creditors .. 8,025 
$98,115 $98,115 
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No. 2 (16 points) : 


Following are the balance-sheets of the Alhambra Trading Company 


at stated dates: 

















AssETS Dec.31 Dec. 81 
1920 1921 
Lams tienes cava Wan cddevnsbscdecdbesdantvean $38,000.00 $4,000.00 
De. nace sedidtpeddincsdccscksos cane 6,000.00 7,500.00 - 
Delivery equipment ............sescceeeess 900.00 700.00 
Store fixtures ........... bvdctecasiebeenes ¢ 1,200.00 1,250.00 
Merchandise inventory ..............++ee0- 7,500.09 8,650.00 . 
Accounts receivable ............-eeececeeues 8,200.00 2,400.00 
Wlatee OCRIOMS | ioc knd's occ cece Vassoeabacese 800.00 750.00 ie 
COMBE sik s Sd vspaceisdscsss se eee 675.00 405.00 ~ 
$23,275.00 $25,655.00 
LIABILITIES 
Merten BONE 5. ctisrckestisssoemiene $4,000.00 $3,000.00 
Amr I a. is skids 655 sotenae winnie 7,320.00 6,135.00 
Reserve for depreciation—building ........ 600.00 750.00 
Cant SNE on kinssavecadsscccastecnscunel 10,000.00 12,000.00 
SetR oc dcdacsnvnseccneasatssse cee 1,355.00 3,770.00 
$23,275.00 $25,655.00 
The statement of surplus appears as follows: 
Balance—December 81, 1920 ............000 seccecss $1,355.00 
Add: Write up of land ............c008  seceeess 1,000.00 fi 
Se EEE Tae GHG PORT. 2. cvccccvcs cesvesce 2,915.00 
NE is inks 5s ceed $5,270.00 
Deduct: Stock dividend ...........+.+.+++- $500.00 “ies 
Rh MINNIE oss scccssccevacasas 1,000.00 $1,500.00 ~ 
Balance: December 81, 1921................ $3,770.00 
Depreciation was provided during the year as follows: 
Building (credited to reserve) .........sseeeeeseeeses $400.00 . 
Delivery equipment (asset Written down)............. 800.00 * 
Store fixtures (asset written down)................+. 200.00 * 


A new roof was put on the building and other extraordinary repairs 


were made at a total cost of $250.00 and charged to the reserve for 


depreciation, 








The mortgage notes are due serially, in annual amounts of $1,000.00. 
Prepare a statement of application of funds. 
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Solution: 


Funds provided: 
By net profits for the year: 
Net profit after providing for depreciation 
Add provisions for depreciation: 
On building 
On delivery equipment 
On store fixtures 


ee oe ee 
eee eee eee ee 


By issue of capital stock: 
Total increase in capital stock 
Less stock issued as a dividend 


Total funds provided 


Which were applied as follows: 
To additions to fixed assets: 

Buildings : 
Additions 
Extraordinary repairs 


eee eee eee eee eee 


ee 


Delivery equipment 
Store fixtures 


i} To payment of fixed liabilities: 
ES EES CR So re 
To payment of dividends ................... 


To increase in working capital (Schedule I) 


Total funds applied 


eee ee ee 


eee cee tenes 


eee ee eee eee 


Tue ALHAMBRA TRADING COMPANY 
STATEMENT OF APPLICATION OF FUNDS 


For the Year Ending December 31, 1921 








THe ALHAMBRA TRADING COMPANY 
SCHEDULE OF WORKING CAPITAL 
Dec.31 Dec.d! 


(Exuzsit A) 
yh amaig $2,915 
$400 
300 
200 
—— 900 
—— $3,815 
Bhp? 2,000 
eee ere 500 
—— 1,500 
caveat $5,315 
$1,500 
250 
—— $1,750 
SPR He 100 
on taneaine 250 | 
—— $2,100 
ewesede 1,000 
sil 1,000 
teuens 1,215 
EE $5,315 
(Scuepute I) 
in 














Increase in working capital 


eeeeeteeeeeee 





1920 1921 woiking capital 
Current assets: Dec’rse Inc’rse 
Merchandise inventory .............. $7,500 $8,650 $1,150 
Accounts receivable .............s0. 3,200 . 2,400 $800 
Notes receivable ........cccccccssces 800 750 50 
GE eckthnnn o2 cus <kh ckswebaaadke 675 405 270 
Total current assets ........... 12,175 12,205 
mt Current liabilities: 
Accounts payable ........cccscecses 7,320 6,135 1,185 
We HOG ncn ccvdvisececsicasicnse $4,855 $6,070 
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NOTES ON ADDITIONS TO FIXED ASSETS 
Delivery equipment: 


Balepsertinth 08 BAGG i oioc cs adcdssgweks sadcavbieeseses $700 
Balamipes 06 MOBS oo 0scs sasnsdideshatscecesane - $900 
Less depreciation writtem Off ........ccscesccsccccees 300 
— 600 
Additions charged to asset account ...........esee00 $100 
Store fixtures: 
Balanep—dnd of TODD oso cncsidcstiaccveisc ues $1,250 
Balance—end of 1080 ......cccccocccecccestcccocses - $1,200 
Less depreciation written Off ..........cccceeeeeceees 200 
—~ 1,000. 
Additions charged to asset account ...........see0e0s $250- 


No. 8 (17 points): 


A and B entered into partnership on April 1, 1922, investing $20,000 
and $10,000 respectively. It was agreed that each partner should have 
the privilege of withdrawing $200.00 per month; these amounts were to 
be considered salaries and treated as an expense of the business. If 
either partner drew more than $200.00 during any month the excess 
over $200.00 was to be charged to his capital account at the end of the 
month. If he drew less than $200.00 the difference was to be credited 
to his capital account. Profits were to be divided in the average capital 
ratio. 

At September 30, 1922, the business was sold for $30,000 and you 
are asked to determine how this money should be divided. The capital 
accounts of the two partners appear as follows: 


“A” 
Maw O08 a5. -ssevadene $ 50.00 BOGE Bik sc coduies $20,000.00 
August 81 ........... 200.00 April 80 .......... 100.00 
Fame OO wns cccass 200.00 
FORDE vccstiicncs 150.00 
September 30 . 50.00 
“BR” 
Agel BB. 6 icicascasees $100.00 See 2 cee $10,000.00 
Mar. OE ciisistchcams 150.00 ge eee 100.00 
Sone BB. ccukescdest 200.00 o. 
August Sh. ic ccdsves 100.00 
September 30 ........ 75.00 


All entries in the ealtini accounts after April Ist represent differ- 
ences between monthly salaries — actual monthly drawings. 


(yo BB 
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Solution: 
A Date Amount 

Credits: 
April 1 $20,000 
April 30 100 
June 30 200 
July 31 150 
Sept. 30 50 

Debits : 
May 31 50 
Aug. 31 200 
B 

Credits : 
April 1 10,000 
July 31 100 

Debits: 

April 30 100 
May 31 150 
June 30 200 
if Aug. 31 100 
Sept. 30 75 


The business was sold for 


Divided as follows: 
A—-1210/1794 


COMPUTATION OF AVERAGE CAPITAL RATIO 




















Time to Product Sum of 
Sept. 30 products 
6 mo. $120,000 
leg 500 
Bg 600 
Be 300 
a. 0 
$121,400 
=” 200 
+ alles 200 
400 
$121,000 
6 mo. $60,000 
9 ” 
ie eae 5 $60,200 
nas 500 
go" 600 
a * 600 
3% 100 
Q * 0 , 
1,800 
$58,400 


A—1210/1794 
B— 584/1794 


t Net profit on operations and sale of business 








RATIO FOR DIVISION OF PROFITS 


COMPUTATION OF PROFIT FOR SIX MONTHS 


Prior to the sale and prior to the ascertaining of 
profits, the capital accounts had the following balances : 


CREO eEe 


Tee PPP Pee ee ee eee eee eee eee eee ee eee eee eee eee 


er 


eee eee eee eee eee eee ee eee eee eee ee 


Tee eee eee eee eee eee eee eee ee 
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STATEMENT OF PARTNERS’ CAPITAL ACCOUNTS 
Aprit 1, 1922 to SepremsBer 30, 1922 





A B Total 
Original investments ............+.... $20,000.00 $10,000.00 $30,000.00 
Add undrawn salaries credited to capitals 500.00 100.00 600.00 
Total ..céutscsveeninsananeesnseuun 20,500.00 10,100.00 30,600.00 


Deduct drawings in excess of salaries .. 250.00 625.00 875.00 
Capitals before ascertaining profits .... 20,250.00 9,475.00 29,725.00 








EB re ers 185.48 89.52 275.00 
Balances paid in cash .......+..sese0s $20,435.48 $9,564.52 $30,000.00 








No. 4 (22 points) : 

On January 1, 1922, a concern dealing in a single commodity, had 
an inventory of merchandise which cost $20,000.00. The goods were 
marked to sell at 125% of cost and all subsequent purchases during the 
six months ending June 30, 1922, were marked at the same rate. 

The selling price of the inventory at June 30, 1922, was $24,000.00. 
Purchases and sales by months were: 





< 
Purchases Sales a® ¢ 
(cost) (selli rice) “A? 
jnsemsy PRIME AP $8,000.00 $9,000.00 " VY 
IED a cn cvnscreqsanna 9,000.00 9,500.00 : 
EEE Nase ccasucecaaueue 14,000.00 12,000.00 
PO" EPR 16,000.00 18,000.00 
Os oud nddkdkoreswn denen 13,000.00 22,000.00 
DER  cccccdguieyavéeacsin 10,000.00 18,000.00 


Compute estimated inventories at cost price at the end of each of 
the six months. 


Compute the rate of turnover for the six months’ period using, 


(a) the January Ist and June 30th inventories. 
(b) all of the inventories. 














State which method gives the more accurate results. 

Solution: COMPUTATION OF MONTHLY INVENTORIES P Vi 54 vy? 
Inventory at Jan Se eae Piste tacttese $20,000 o} > 
Add purchases for January ..........csseeeeees 8,000 ae 

Gehd TEES CR bbs s nocccpieeese ss Meuiann 28,000 a0 
Deduct cost of sales: $9,000 + 125% .......... 7,200. ’ 
Inventory, January 81 ..........+.sseeeeeeeeees 20,800 “ge 
Add purchases for February ..............000++ 9,000 wo 
Ei iear ccine uk ic baeodbusaaeeemuaeawie 29,800 au” 

Deduct cost of sales: $9,500 + 125% .......... 7,600 
Inventory, February 28 ............++++ asia 22,200 
Add purchases for March ......... Sesame: 14,000 

EEE 46-00 046953 Waon cone ey eRe RLS ana --- 86,200 
Deduct cost of sales: $12,000 + 125% ..... beaas 9,600 - 
Inventerm Mlettls GB dass eos ccccveeeecsndbanst - 26,600 
Add purchases Gt SEE i osu céwapedonesesere -- _ 16,000 

ye Be PES ee eT pM oe 42,600 
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Patel Semais Goce... «06s ctuinesicc sss i¥edhi $42,600 
Deduct cost of sales: $18,000 + 125% .......... 14,400 
NO TE i 6 o'0'ie ono nkdw anes maetanesde 28,200 
Add purchases fot Magy .....cccccccccscvccccss 13,000 

ME. vesskandunceahecaseibadabou tsa ee 41,200 
Deter cost of sales: $22,000 + 125% .......... 17,600 
NN, Tig 5 + ciks Kanes énsée odencamens 23,600 
Add purchases for June ..........ccccccccccees 10,000 

MD * . cadieaks bie s 06<0 0 ecdetbuneids die 33,600 
Deduct cost of sales: $18,000 + 125% .......... 14,400 
IN, TO hc dccescccvcsusacsessctaanas $19,200 








The final inventory, and hence the entire computation, can be 
checked by dividing $24,000 (the selling price of the June 30th inventory) 
by 125%, obtaining $19,200. 


COMPUTATION OF RATE OF TURNOVER 


(Using average of January 1 and June 30 inventories) 
Average inventory: 





Inventory—January 1 (cost) ............. $20,000 
Inventory—June 30 (cost) ...........ss00. 19,200 
WOE b.cugsc cbiians 0c0cs Pagadsccssantbaauen 39,200 
i" Peles ik. <ita tines vancccctdsiccs thio $19,600 


Cost of Sales: 


Inventory—January 1 ...........ceeeeees $20,000 
1 Add purchases for six months ........... 70,000 
Wate. nccsnnssoenchcndsdistebeienteescate 90,000 
li Deduct inventory—June 30 ..............0000s 19,200 
' Cost of GURGG . ctidiaesssccdukinniiess atin $70,800 


Then 70,800 + 19,600 — 3.61 turnovers in six months. 


COMPUTATION OF RATE OF TURNOVER 
Using all inventories 


! Inventory—January BE epedincdistvacedipaotews $20,000 
{i ——ERRNOEN TE ¢ ccdd bude cceeunssahecros 20,800 
> ae i ere 22,200 

4 ~—March DE. cae inn cobb s seuapieruneean 26,600 

a f§ Peeereeeremrry fre ore 28,200 

nn cecee veh tgaen eek 23,600 

shee senctuhueveneeueae 19,200 


eee ee ee 


i} Aptana CBST) ain cigs cscccnseseameteabaaien $22,943 
Then 70,800 (cost of sales) + 22,943 = 3.09 turnovers in six months, 







WH The second computation of the turnover rate is more accurate than 
the first because of the larger number of inventories taken into consider- 
ation in determining the average investment in stock. Using only the 4 
opening and closing inventories, it appears that the average investment 
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was less than $20,000, although the inventories during the six: months 
were considerably in excess of that amount. 

Since the first computation uses an average inventory which is 
smaller than the actual average, the computation results in a turnover 
rate higher than the actual rate. 

The method of estimating inventories used in this solution can be 
applied only when there is good reason to believe that the rate of gross 
profit on sales has remained uniform, or nearly uniform, during the 
period. 


No. 5 (22 points): 


A corporation issues $500,000 of stock and $300,000 of bonds, and 
purchases a mine at a cost of $400,000. Careful estimates indicate that 
the mine contains 2,000,000 tons of ore, and the operating charge for 
depletion is computed on the basis of this tonnage, calculated at 20 
cents per ton. 

The officers of the company, after considering the possibility of an 
over-estimate in the tonnage, decide to create an additional reserve at 
the rate of five cents per ton mined. This conservative provision is not 
to affect the operating profits. 

The agreement with the bondholders provides that annual sinking- 
fund contributions shall be made at the rate of thirty cents per ton 
mined during the year, and that a sinking fund reserve shall be created 
on the same basis. 

At the close of the first year, and before making any of the reserve 
provisions indicated above, the profit-and-loss account shows a credit 
balance of $165,000. No consideration has been given to depletion. The 
quantities mined may be tabulated as follows: 


GOB. ci dos ceectdacmneeens 200,000 tons 
IevGtGhy oo cccsssckntees 40,000 “ 
Used in operations........ 10,000 “ 
Total seltel 2s cccsnicencns 250,000 “ 








Contributions totaling $50,000 have been made to the sinking-fund 
trustee. 

Make journal entries to close the profit-and-loss account, and to set 
up the reserves. 

Set out all known facts in balance-sheet form. 

State what amount is legally available for dividends. 


Solution: 
Profit amis: fos cicccevttwtebetinehissbssnuniaeme $42,000 
InvemtOG®: «6c sos 0eccecscnannenhassoutsouscaes ewan 8,000 
Reserve for depletion. ...............+.. $50,000 
To provide depletion on tonnage mined, as 
follows: 
200,000 tons sold—depletion at 20 cents 
© TOM cecccccisassoscnctasseees J 
10, tons used in operation ....... 2,000 
Total charge to profit-and-loss 42,000 
40,000 tons in inventory .......... 
250,000 Total tons mined and total 
Geghetian | iee .. cesvescscecss : 
Profit-amd-hoep .. <ice scone suessdoscnddnne ds suntéseunee 123,000 
Deeg .. cen cvervscsguadeneséuesstamee ‘ 123,000 
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Solution: 
COMPUTATION OF AVERAGE CAFITAL RATIO 


A Date Amount Time to Product Sum of 
Credits: Sept. 30 products 
April 1 $20,000 6 mo. $120,000 
April 30 100 5” 500 
June 30 200 - ibs 600 
July 31 150 iy 300 
Sept. 30 50 0 0 
$121,400 
Debits : 
May 31 50 200 
Aug. 31 200 200 


B 
Credits: 


April 1 
July 31 


Debits: 
April 30 
May 31 
June 30 
Aug. 31 
Sept. 30 


RATIO FOR DIVISION OF PROFITS 


A—1210/1794 
B— 584/1794 


COMPUTATION OF PROFIT FOR SIX MONTHS 
The business was sold for 


Prior to the sale and prior to the ascertaining of 
profits, the capital accounts had the following balances: 


Net profit on operations and sale of business 


Divided as follows: 
A—1210/1794 
B— 584/1794 
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STATEMENT OF PARTNERS’ CAPITAL ACCOUNTS 
Apri 1, 1922 to SepremsBer 30, 1922 


A B 
Original investments $20,000.00 $10,000.00 
Add undrawn salaries credited to capitals 500.00 100.00 


10,100.00 
Deduct drawings in excess of salaries .. . 625.00 








Capitals before ascertaining profits .... 20,250.00 9,475.00 
Add profits ’ 89.52 


Balances paid in cash . $9,564.52 $30,000.00 











No. 4 (22 points) : 

On January 1, 1922, a concern dealing in a single commodity, had 
an inventory of merchandise which cost $20,000.00. The goods were 
marked to sell at 125% of cost and all subsequent purchases during the 
six months ending June 30, 1922, were marked at the same rate. 

The selling price of the inventory at June 30, 1922, was $24,000.00. 
Purchases and sales by months were: 


Purchases Sales 
{ (selling price) 

000.00 

9,500.00 

12,000.00 

18,000.00 

22,000.00 

18,000.00 


Compute estimated inventories at cost price at the end of each of 
the six months. 
Compute the rate of turnover for the six months’ period using, 


(a) the January 1st and June 30th inventories. 
(b) all of the inventories. 


State which method gives the more accurate results. 


Solution: COMPUTATION OF MONTHLY INVENTORIES 


Inventory at January 1 
Add purchases for January 


Total 


Inventory, January 31 
Add purchases for February 


Total 
Deduct cost of sales: $9,500 


Inventory, February 28 
Add purchases for March 


Deduct cost of sales: $12,000 + 


Inventory, March 31 
Add purchases for April 
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ONE DE GN eg ides 6 0 hes cause sna $42,600 
Deduct cost of sales: $18,000 ~ 125% .......... 14,400 
SE oot Sense hcecncinasvesannds 28,200 
RE PNG TOR TROD ooo 0k ciccccccccccscienes 13,000 

ME \itecdadieh dhieiedeweduapeteseyesdh eva 41,200 
Deduct cost of sales: $22,000 + 125% .......... 17,600 
IGRI, TIND TE. 6.000.000 00sessrtmscddaccenons 23,600 
Se ES HE BOOED. no ng ccd cnncsciwsuneeses 10,000 

DE civicecbbdbbnssantecdl hash seed etude? 33,600 
Deduct cost of sales: $18,000 — 125% .......... 14,400 
I SE: OF ik. c cnddcnaceseacesadseoenens $19,200 








The final inventory, and hence the entire computation, can be 
checked by dividing $24,000 (the selling price of the June 30th inventory) 
by 125%, obtaining $19,200. 


COMPUTATION OF RATE OF TURNOVER 


(Using average of January 1 and June 30 inventories) 
Average inventory: 





Inventory—January 1 (cost) ............. $20,000 

Inventory—June 30 (cost) ...........ee0e- 19,200 

ME Shi 0ts0<h0sdacedesaecaenianeionbanl 39,200 

SR Eis rica ned kek dine canes beedeeasgen $19,600 
Cost of Sales: 

ee rr $20,000 

Add purchases for six months ........... 70,000 
ON a Si bob rc deidwns cade eeecbekbetenscuee 90,000 
Deduct inventory—June 30 ...............200- 19,200 
Ca WE INS is iitashsecinka ascendant $70,800 


Then 70,800 — 19,600 = 3.61 turnovers in six months. 


COMPUTATION OF RATE OF TURNOVER 
Using all inventories 


Inventory—January D cpececsdecddknnceksaeant $20,000 
SE niin n enti acduiarecninente 20,800 

a . <§._ peerereprerrreeere yes 22,200 

” ME TE oh bok odin dokcenkdcaen sccemes 26,600 

©. - SEE Sabigzenbedssceshhncedibienn 28,200 

0 (a accapltetces sated 23,600 

‘i CED Ki cacate cae bareSachcuaeen 19,200 
NEN -ndabadnes 16 0netNe Coenen ener ane kis $160,600 
PERIOD bcc ctssthnet Sanpensbavsnsencuel $22,943 


Then 70,800 (cost of sales) — 22,943 — 3.09 turnovers in six months. 


The second computation of the turnover rate is more accurate than 
the first because of the larger number of inventories taken into consider- 
ation in determining the average investment in stock. Using only the 
opening and ciosing inventories, it appears that the average investment 
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was less than $20,000, although the inventories during the six months 
were considerably in excess of that amount. 

Since the first computation uses an average inventory which is 
smaller than the actual average, the computation results in a turnover 
rate higher than the actual rate. 

The method of estimating inventories used in this solution can be 
applied only when there is good reason to believe that the rate of gross 
profit on sales has remained uniform, or nearly uniform, during the 
period. 


No. 5 (22 points) : 


A corporation issues $500,000 of stock and $300,000 of bonds, and 
purchases a mine at a cost of $400,000. Careful estimates indicate that 
the mine contains 2,000,000 tons of ore, and the operating charge for 
depletion is computed on the basis of this tonnage, calculated at 20 
cents per ton. 

The officers of the company, after considering the possibility of an 
over-estimate in the tonnage, decide to create an additional reserve at 
the rate of five cents per ton mined. This conservative provision is not 
to affect the operating profits. 

The agreement with the bondholders provides that annual sinking- 
fund contributions shall be made at the rate of thirty cents per ton 
mined during the year, and that a sinking fund reserve shall be created 
on the same basis. 

At the close of the first year, and before making any of the reserve 
provisions indicated above, the profit-and-loss account shows a credit 
balance of $165,000. No consideration has been given to depletion. The 
quantities mined may be tabulated as follows: 


UE  pasecntdbhasesscabise 200,000 tons 
ES oe Pe 40,000 “ 
Used in operations........ 10,000 “ 
TUN GE 6c ncopntoveses 250,000 “ 


Contributions totaling $50,000 have been made to the sinking-fund 
trustee. 

Make journal entries to close the profit-and-loss account, and to set 
up the reserves. 

Set out all known facts in balance-sheet form. 

State what amount is legally available for dividends. 





Solution: 
Ns oid vc ws ind eahuntodidele dsebinels $42,000 
Eh cnenndciesonsicheceardsthtecdandnsusconhs 8,000 
Reserve for depletion................... $50,000 
To provide depletion on tonnage mined, as 
follows: 
200,000 tons sold—depletion at 20 cents 
PEE ac datewnsaccensubteussste $40,000 
10,000 tons used in operation ....... 2,000 
Total charge to profit-and-loss 42,000 
40,000 tons in inventory .......... i 
250,000 Total tons mined and total 
EEE - kvand obsess sdcanse $50, 
We is i os, inn ky cd esd Sandesh he 123,000 
IED e ccdivancsccsvscvcuscscspoammanveds 123,000 
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To transfer net gain to surplus ($165,000 — $42,000) 


BND o0cckseckssndennanns his vhiekodaveteaawmien 12,500 
Surplus reserved for possible under- 
aE Ee re ep re 12,500 
Conservative additional provision of 5¢ per 
ton mined. 
BRD incancnbckadced bootkbedinsksscebandatstes<ace 75,000 
Surplus appropriated for sinking fund ... 75,000 


To appropriate surplus in accordance with 
the provisions of the mortgage, requiring 
the creating of a sinking-fund reserve 
at the rate of 30 cents per ton mined. 


PARTIAL BALANCE-SHEET 


Assets 


BD. nk: cudadetdsonenisentnnws Siebeddindsescestiane $400 
Less reserve for depletion ...........ceeeeeeeees 50 


Inventory : 
Mining cost (mot stated) ..........cscsccsccccees ? 
EE ED cack bcciccasdsanareseseasngeses 8,000 ? 





EE GE Sao cctcsccvecncssaunneddetsiasianeceess 50,000 


A i. on ads ieee te sheebneaeasees $300,000 

SE MEE adit coséudadeheneendgpndes.etehseadabasad 

Surplus: 
Reserved for possible under-depletion ........... $12,500 
Appropriated for sinking fund .............s.000. , 
DOOD cesedscncsstdpeseseasssedecssiuabassteadeet 35,500 


s 
S 


123,000 

A corporation exploiting a wasting asset can legally declare dividends 
equal to its free surplus and its depletion reserve. Hence the company 
can pay dividends equal to: 














MD vecncendeddeenseseenstarecesconene $35,500 
REE SONNE. 5 oc Canicwenssadscasamainepeens 50,000 
Surplus reserved for possible under-estimate 
Be IE Sccucnvccovégnescsecdsdsecmaunt 12,500 
MD sina dhvsenas nccsdackadeebennsiseinedcesal $98,000 
ACTUARIAL 


No. 6 (22 points) : 

Fred Humiston left a will in which he directed that the income 
from his estate should be paid to his widow and that the principal should 
be held in trust for a grandson. He also stipulated that the corpus 
should not be impaired by the purchase of bonds by the trustee at a pre- 
mium and directed that such premiums paid by the trustee should be 
amortized. 

Humiston died on April 1, 1920. The estate contained five $1,000 
bonds of the XYZ Company, bearing 6% interest payable July Ist and 
gd lst. The bonds were due on July 1, 1925, and were inventoried 
at 104! 2. 

On July 1, 1920, the trustee purchased five more of the same bonds 
on a 5% basis. 
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Compute the price paid by the trustee for the bonds. The present 
value of $1 due 10 periods hence at 2%4% is $.781198402. 


Prepare a statement showing the income payable to the widow on 
July 1, 1920, January 1, 1921, and July 1, 1921. 


Solution: 
COMPUTATION OF PRICE PAID BY TRUSTEE 


Nominal rate on par: 








i  iciccanchcenicesaockesnibnste $150.00 
Effective rate on par: 

Se St SED ct dhsvocsennkinenscdudeuse 125.00 
PEE ccckuinedernantacisbbesteabentassnaat $25.00 
Present value of 1 at 2%% due in 10 

periods = .781198402 
Compound discount = .218801598 


Present value of annuity of 1 for 10 
periods at 2'%4% = .218801598 — .025 —8.75206392 
Premium = $25.00 x 8.75206392 — $218.80 


DMT Gabi dtu cabemddboedt dn duedsensedneonenaece $5,000.00 
ME SOE «2 00: 665n6b008cesovicbacetuns sens 218.80 
PUESS BORE Be GND once d dvdedccenesssincens $5,218.80 


In determining the amount of income to pay to the widow, the 
premium on the bonds left by the decedent is not to be amortized. This 
is in accordance with the law, and no direction to the contrary was 
set out in the will. Therefore the widow will receive all interest earned 
on the five bonds left as part of the estate, without amortization of 
premium. 


At July 1, 1920: 

Interest for 3 months at 6% on $5,000 ... $75.00 
; el re ee oe 150.00 
BE TD Be GUE 6 vc cd psc oncccccpascnsncisévess 150.00 


The following table shows the amortization of premium on the bonds 
purchased by the trustee, at the two dates required by the problem: 








Ct Ee Te cacdcasdagsexsisecbaicesewas $5,218.80 
January 1, 1921: 

ate ira oni Ac nue bce ae $150.00 

Income: 214% of $5,218.80 ....... 130.47 

Premium amortized ............. 19.53 

a ee 5,199.27 
July 1, 1921: . 

Pere er er reer 150.00 

Sapuaner 21%4% of $5,199.27 ...... 129.98 

20.02 
eee err ee 5,199.27 
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SUMMARY OF INCOME 


On bonds On bonds 
left by purchased 


decedent 
De EY dose weewe $75.00 
January 1, 1921 .... 150.00 $130.47 
Be Dy TREE. cxresec 150.00 129.98 


Total 


$75.00 
280.47 
279.98 


Touche, Niven & Company announce the amalgamation of their 
practice and that of Edwin H. Wagner & Company of St. Louis and 
the admission of Edwin H. Wagner to the firm. The St. Louis office 


has been removed to the Arcade Building. 


Touche, Niven & Co. announce the admission to partnership of 


C. A. H. Narlian. 


Nathaniel Miller announces the removal of his office to 1465 Broad- 


way, New York. 


Louis Kadison announces the removal of his office to 233 Broadway, 


New York. 
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CONDUCTED BY THE SPECIAL COMMITTEE ON ACCOUNTING TERMINOLOGY OF 
THE AMERICAN INSTITUTE OF ACCOUNTANTS 


In the December issue of THE JouRNAL oF ACCOUNTANCY the com- 
mittee on terminology presented two letters written with reference to 
the article appearing in the September issue of the magazine. Again it is 
hoped that accountants generally will take the opportunity to offer sug- 
gestions or to make criticisms, for the committee believes that in this 
way sound and acceptable definitions may best be obtained for many of 
the more commonly used words in accountancy. 

In this issue of THE JoURNAL oF ACCOUNTANCY the committee pre- 
sents two additional letters, both with reference to the article appear- 
ing in the October issue of the magazine. The letters follow: 


Letrer No. 1 


“I am interested in your suggestion regarding what I call an al- 
lowance in your report on nomenclature. But I cannot help calling your 
attention to your own statement about reserves. You say, “A reserve 
account indicates a segregation of and withholding for a specific pur- 
pose of past or current profits, revenue or income from any source.” 
Then your very first illustration is of a loss of physical property and 
your second is of a loss of choses in action. This is bad accounting in 
my mind, for there is no profit, revenue, or income, until all costs are 
met, and so your reserve, under your own definition, cannot be taken 
out of profit, for profit does not exist until after the reserve has been 
taken out. You can reserve profits from distribution, and that it why 
I use the term just as you yourself define it—kept back from distribution 
to stockholders; but you cannot keep back what does not exist, and 
gross revenue or income that has gone to offset losses does not exist as 
income or revenue, but has been cancelled or wiped out, and so can’t 
be kept back. Your committee has committed a logical absurdity, merely 
to defend a poor use of the English language to which accountants have 
unfortunately committed themselves.” 


Letrer No. 2 


- have examined with great interest your report on the terminology 
work. 

“I wish to make as vigorous an argument as possible, if not specific- 
ally in favor of the phrase allowance for depreciation or allowance for 
bad debts, at least for some terminology which will distinguish the esti- 
mated amount of depreciation, or the estimated amount of uncollectible 
debts, from the word reserve, and urge as strongly as possible that the 
accounting fraternity should use every effort to do away with the dual 
and confusing use of the word reserve. 

“Under the head reserve you make the statement that, ‘A reserve 
account indicates a segregation of and withholding for a specific pur- 
pose of past or current profits, revenue or income. .. .’ I do not see how 
reserve for depreciation comes under that description. Even if it does, 
is not its nature so different from an actual reserve of profits that the 
confusion should be avoided? I am sure there would be no dispute 
between us that the credit to reserve for depreciation is not a segrega- 
tion or withholding of any kind of profits. I do not believe that we 
should even look upon it as a withholding of income unless you would 
say that the recognition in the accounts that a part of the raw material 
has been consumed in the process of manufacturing, or that part of the 
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money on hand at the beginning of the year has been paid out for 
interest and wages, is the segregation or withholding of revenue or 
income. If a concern starts out with a stock of raw cotton and con- 
sumes $10,000 worth of it, the raw material account would be credited, 
and income, in some of its phases, would, of course, be debited. In- 
come would of course be less than if a smaller amount of cotton or no 
cotton at all had been consumed; but I do not believe that you would say 
that there was any withholding of i income, but rather a mere recognition of 
the amount of net income actually gained. If, for any reason, instead 
of crediting the raw material account, some other account entitled de- 
pletion of raw material were credited, I do not believe that that piece of 
bookkeeping technique would be held to alter the question of profits or 
income, or that it made it any more possible to withhold income than 
with the other form of bookkeeping. 

“Let us take an extreme case. The owner of a steamship might 
perhaps find his vessel lying idle for an entire year, and consequently 
there is no income, profits, or revenue. If his accounts are correctly 
kept, there would necessarily be a credit to reserve for depreciation, or 
some similar account. It would seem to me a strange misuse of language 
to speak of it as being any withholding of income when there had abso- 
lutely been no income to withhold. 

“IT am not particularly concerned with the use of the word allowance 
in the phrase allowance for depreciation, if you can find some other 
word. It is, however, as you state in your report, being sometimes used 
in that sense, and I believe the use is growing. But whether you ap- 
prove of that use or not, can you not find some phrase which will avoid 
the ambiguity involved in the use of the word reserve?” 


Additional discussion of the original article appearing in the Octo- 
ber issue or of the letters appearing in this issue is invited. Communi- 
cations should be addressed to any one of the undersigned. 


WALTER MuckKLow, chairman, 
420 Hill Building, Jacksonville, Florida 


EpwArp H. MoErRAn, 
120 Broadway, New York 


J. Hucu Jackson, 
56 Pine Street, New York 
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BUDGETARY CONTROL, by J. O. McKinsey. The Ronald Press Co., 

New York. Cloth, 474 pages. 

During recent years great progress has been made in determining 
and definitizing the principles that govern the main functions of business. 
By observing and recording the experiences of the most successful busi- 
ness enterprises, the data has been collected and conclusions reached as 
to the methods that should be followed in purchasing, manufacturing, 
selling, financing, accounting, etc. So far, however, there have been few 
satisfactory expositions of the methods by which these main functions of 
business may be effectively codrdinated. And yet it is this coérdination of 
functions which is the chief problem of business. 

The most satisfactory work on this subject that has come to our 
notice is Mr. J. O. McKinsey’s Budgetary Control. Starting with the 
obviously sound premise that effective codrdination cannot be obtained 
without first formulating and adopting a comprehensive programme, 
Mr. McKinsey explains how a budget may be installed in a business and 
outlines the organization that is needed to prepare the budget and estab- 
lish through its use control over performance. Important suggestions 
are offered in respect to the responsibilities that should be assumed by 
the Board of Directors, the chief executive and departmental executives 
in formulating, adopting and executing the programme. Having laid 
these foundations, Mr. McKinsey takes up in detail in special chapters 
the preparation and use of budgets for sales, selling expense, advertising, 
production, materials, labor, manufacturing expenses, purchases, plant 
and equipment, and general expense. A thorough treatment is also 
given to the financial budget. Finally, the use of estimated balance- 
sheets and profit-and-loss statements is explained as the means of 
reflecting the anticipated results of the programme. 

The outstanding feature of this book is the clear manner in which 
the relation and coérdination of the several budgets are explained. The 
author is to be congratulated for producing a book that defines in simple 
language the principles that govern the most difficult phase of business 
management, namely, comprehensive and codrdinated planning. 

Francis OAKEY. 


FACTORY MANAGEMENT WASTES, by James F. Wahaiterorp. 

D. Van Nostrand Company, New York. 220 pages. 

At a time when our industria] system is undergoing a period of read- 
justment and is attempting to return to a condition of normalcy, Factory 
Management Wastes is opportune. The author informs us at the begin- 
ning and end of the volume, and several times between, that the sugges: 
tions contained in the book “are no idle theories, but are intensely prac- 
tical, as they have been demonstrated by the logic of proved fact.” The 
material of the book is not new, but the volume is somewhat unique in 
that it has brought together in comparatively small space the problems in- 
volved in the discovery and elimination of wastes, and in that it offers 


65 





















































The Journal of Accountancy 








general suggesions at least for their remedy. The author deals in general 
with the wastes arising from management, from the control or lack of 
control of production, and the wastes with reference to materials, machin- 
ery and the employee. The questions of overtime, performance records 
and cost-finding methods, the principles of wage payment and profit- 
sharing—all in their relation to waste—are also briefly discussed. 

One of the greatest causes of waste, in the opinion of the author, is 
the lack of training and the over-loading of foremen, together with the 
expectation on the part of executives of more from their foremen than 
anyone can perform to advantage—a criticism which, for the most part, 
is entirely fair. Foremen, as a rule, are chosen because of their ability 
along some one line and they are really never trained for their positions. 
This is a preventable waste if managers are willing it give the necessary 
time and proper thought to its solution. Other preventable wastes which 
are discussed include interruptions of work, mistakes and misunderstand- 
ings, wasteful operations, unnecessary motions, misdirected efforts, im- 
proper tools, obsolete methods and useless records. 

After completing the volume, however, one feels that a book based 
upon the “logic of proved fact” should be considerably more definite and 
concrete, whereas this volume deals almost entirely in generalities. If 
the book does nothing more than emphasize to managers and other execu- 
tives that any preventable waste is an absolute loss it will more than 
justify its existence. That it will go far in remedying these evils, other 
than to point out that they do exist, is doubtful and, in the opinion of 
the reviewer, to the extent that the author has intended the book as a 
manual of procedure just so far has he failed. The book will not prove 
a panacea for even a small portion of our existing industrial ills. 

J. HueH Jacxson. 


ACCOUNTING PRINCIPLES, by Spurceon Bett. The MacMillan Co., 
New York. 482 pages, cloth. 


Accounting Principles is practically a comprehensive manual of book- 
keeping and accounting with little to distinguish it from other texts of this 
kind save chapter XIV, which explains briefly methods of analyzing the 
balance-sheet and revenue statement. This is a valuable feature that should 
receive better treatment in all text-books on accounting. It is not difficult 
for a student with ordinary intelligence to learn how to keep books, but few 
really understand how to read the story told by the resulting financial state- 
ments. The desire of manufacturers and wholesalers to extend business is 
the cause of a growing increase of consignments in late years, so Professor 
Bell has done well to devote more than the usual amount of space to 
accounting for consignor and consignee. Every accountant who has had 
to disentangle such accounts in cases of insolvency and liquidation will 
appreciate the need of instructing bookkeepers in this subject. Review 
questions and practical problems at the end of each chapter should give 
fair tests of the student’s grasp of each subject, and there is a good index 
for reference purposes. Altogether an excellent working manual for the 


student. W. H. Lawron. 
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PRACTICAL ACCOUNTING PROBLEMS: PART II, by Paut-Josera 
EsQuerrt. The Ronald Press Co., New York. 350 pages. 

A series of practical accounting problems taken from New York C. P. A. 
examinations, edited, discussed and solved by the author. Part I, containing 
twenty problems, was reviewed in THE JouRNAL oF AccouNTANCY in Sep- 
tember, 1921.. Part II contains thirty more, all representing typical business 
situations. What was said in the review of Part I in regard to the type and 
make-up of this unique form of text-book applies as well to this volume and 
need not be repeated. 

In the preface to Part II Mr. Esquerré emphasizes the chief aim of his 
two books, viz.: to prepare the student for the C. P. A. examinations. His 
remarks on the tendency of students to suspect traps and pitfalls in the plain- 
est of examination problems are worth heeding by prospective candidates, 
and it is to be hoped they will serve to dissipate such suspicions. One notes 
the peculiarity of the first balance-sheet given in the book, i. e., the assets 
and liabilities are stated after the manner of our English cousins. Whether 
this is merely a printer’s error or a purposeful example of the sort of “mole- 
hill” to be ignored by the candidate is not quite clear. At all events, nothing 
is said about it in the author’s solution, though undoubtedly ninety-nine can- 
didates out of a hundred would begin by pronouncing the balance-sheet 
“wrong.” 

The breadth and keenness of his analyses of various problems may 
be the despair of many students, but they are exactly what the problems 
demand. The power to analyze logically is the most important part of a 
skilled accountant’s mental equipment. Without it he can never hope to 
advance beyond what a late revered leader in the profession used to call the 
“holler-and-tick” stage. These discussions are accordingly the most valuable 
pages in Mr. Esquerré’s volumes, and it is hardly necessary to say they are 
well done. W. H. Lawron. 





THE PHILOSOPHY OF ACCOUNTS, by CHartes E. Spracue. The 

Ronald Press Co., New York. 

When a book is called a classic it too frequently means that it has fallen 
into that limbo of literature where everyone speaks of it with awe and nobody 
reads it. The latest “six best” lie on the library table soiled and dog-eared 
with handling; the classics of Jane Austen, Trollope, Thackeray, Dickens, 
stand in expensive bindings on book-shelves, never taken out except by the 
good housewife—to dust them off. The case of Macauley, Hallam, Prescott, 
Parkman, is even worse—they, alas! are out of date; modern research has 
made them untrustworthy. Who has the time or inclination to read Shakes- 
peare, Scott or Byron in these hectic days of Amy Lowell, Masters and the 
movies? It becomes a question if. there is any compliment in pronouncing a 
book a classic; it may be but a euphemism for “has been!” 

In the practical professions, however, classic still retains an honored and 
honorable meaning. In each of them some pioneer has blazed a trail of 
broad principles, marking the path that must be followed by future genera- 
tions, trails that humbler workers may smooth and broaden, as woodland 
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and prairie trails have been transformed into smooth pikes and shining rails, 
but whose general direction cannot be changed. 

Such conception must accompany the crowning of the late Professor 
Sprague’s Philosophy of Accounts as a classic. It needs no commendation 
at the reviewer’s hands, for the accountant who has not read it, and with 
profit, is rare indeed. Yet it will not be amiss to say that it is the first 
book which should be taken up as an introduction to higher accounting 
by the student who has mastered the elements of bookkeeping. 


W. H. Lawton. 





PRODUCTION ENGINEERING AND COST KEEPING, by Wir11am 
R. Basset and JouNson Heywoop. McGraw-Hill Book Company, Inc. 
304 pages. 

The title of this book would be more nearly descriptive of its contents if 
it were “Production Engineering and Cost Keeping for Machine Shops,” 
because the methods and plans described are particularly applicable to machine 
shops. However, the authors are to be commended for not having attempted 
the treatment of these subjects in the more general and less practicable 
manner. 

The purpose of the book as stated in the preface is “not only to bring 
practical assistance to the production managers, foremen and cost accountants 
of machine shops, but to give the higher executives a knowledge of the best 
in shop-management practice, so that they may judge how effective are the 
methods used by their subordinates.” This is a lofty purpose. The business 
world would be richer if shop executives had a better conception of the prin- 
ciples and practices of production planning and industrial accounting. It is 
doubted if many executives are sufficiently interested in the routine details 
of a factory system to cause them to give a careful reading to such a book; 
but production managers, foremen and cost accountants will find the book 
both interesting and profitable. 

Approximately one-half of the book is devoted to production planning and 
control. The other half treats of industrial accounting for machine shops. 
In the main the entire work is a description of one system installed by the 
authors in an automobile-parts shop. The authors state that they consider 
the conditions in this plant typical of those in the majority of machine shops. 
One hundred and fifteen illustrations and forms accompany the text by way 
of explanation of the operation of the system. The book contains some 
practical suggestions. Its value as a ready reference is enhanced by a com- 
plete index and table of contents. 

The authors have adopted a rather ingenious style that makes for easy 
reading. The presentation is logical. Each of the twenty-six chapters opens 
with an interesting introduction and closes in a way that impels the reader 
to continue. On the whole a dry subject has been treated in a less uninterest- 
ing manner than is usual in a work of this kind. The authors evidently did 
not intend to make this a book for accountants, as witness the following 
quotations: “We are trying to make cost accounting clear to machine-shop 
executives. We are writing for business men, not for accountants.” It is 
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thought that the financial accountant in general practice will not be greatly 
benefited by reading this book. However, it should prove interesting to 
many industrial accountants and production engineers in public practice. 


C. B. WrLiraMs. 





THE TRUE BASIS OF EFFICIENCY, by Lawrence R. Dicxsee. Gee 
& Co., London, cloth, 90 pages. 


In a series of five lectures delivered to the students of the London 
School of Economics and Political Science Professor Dicksee offers a 
rather curious mixture of appeals to the higher nature and practical work- 
ing suggestions as his conception of what should be the true basis of 
efficiency. Perhaps it may be summarized in the opening paragraph of his 
introduction: 

“The object of this book is to suggest that what we do is primarily 
the result of what we are, and that, therefore, the efficiency, or otherwise, 
of our actions will be determined in the main by what we are; that the 
habit of right thinking must be formed before we can expect right doing; 
that character and vision are the bed-rock of all true. efficiency.” 

Or perhaps, better still, his quotation (page 15): “For as he thinketh 
in his heart, so is he.” 

Readers who like the style of uplift literature with which this country 
has been flooded of late years will find the lectures much to their taste. 
Others (I, for one) will seriously doubt the “efficiency” in devoting five 
sessions of a strenuous course of study to the obvious. At all events, they 
surely might be compressed into a single introductory lecture or text in 
Studies in Commerce, of which this is the first volume. 

However, if somewhat platitudinous, the lectures are full of pithy 
home-truths, and perhaps they were and are needed in the unrest follow- 
ing the war. Between the lines, and confirmed by the appendix (an article 
on Unrest and Its Cure by John Murray), one may observe the alarm 
and the protest against a wave of socialism which threatened to submerge 
the British Isles. But that it should be thought necessary to address such 
appeals to a class of men whose whole training compels them to deal 
with economic facts, not half-baked illusive theories, is passing strange. 


W. H. Lawton. 





FACTORY STORESKEEPING, by Henry H. FArQupar. McGraw- 
Hill Book Company, New York. 175 pages. 


Factory Storeskeeping concerns the acquisition, storage and issue of 
raw material, work-in-process and finished goods, but it has nothing to do 
with the routing of work while in process. The viewpoint of the author 
is that of a manager of production in a medium-size plant with a varied 
output both for stock and on order. No systems for specific types of busi- 
ness are outlined, but the various phases of material control are illustrated 
by practical examples. 

The first twenty-five pages deal with the relation between material 
control and production and the prerequisites of adequate control. One 
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hundred and fifty pages are devoted to organization, control of purchases, 
material balance-sheets, purchasing, traffic, receiving and inspection depart- 
ments, storerooms, classification of materials and material accounting. In 
an appendix is an interesting table showing the number of units of certain 
kinds of nuts, bolts and washers which can be stored in one cubic foot of 
bin space. This table is not complete enough to be of much value, but it 
exemplifies an idea which someone can develop further by additional experi- 
mentation. This might profitably lead to the creation of a handbook on 
storage capacity data. There are some storeroom photographs of sug- 
gestive value, but most of the routine described at length seems to be the 
regular orthodox procedures outlined in other good text-books on material 
accounting. Each chapter has a head-note which is called a “summary.” 
These are merely lists of topics and give little information. In subsequent 
editions, if a head-note is wanted, it might be advisable to use one briefly 
digesting the substance of the chapter after the fashion of headnotes of 
decisions in law reports. It might be advisable also in subsequent editions 
to devote some space to graphic methods in the control of material and 


running inventories. 
Harotp DupLey GREELEY. 





SURETY BONDS: NATURE, FUNCTIONS, UNDERWRITING 
REQUIREMENTS, by Epwarp C. Lunt. The Ronald Press Com- 
pany, New York. 

Mr. Lunt’s jocular remark (p. 341) on a section of a certain 
chapter may well be applied to his book as a whole—it is “interesting, 
informative, uplifting and altogether delightful.” At first blush nothing 
might seem to the general reader likely to be so dull and uninteresting 
as a book devoted to the subject of surety bonds; nevertheless he will 
find in this book much of interest and information. 

Suretyship as a corporate enterprise is very modern. An attempt 
was made to organize such a company in London in 1720, but it was 
not until 1840 that- the first successful English company was launched. 
In 1875 the Fidelity & Casualty Co. took the lead in the United States, 
and to-day there are some twenty-five surety companies in this country 
whose premiums in 1921 amounted to nearly sixty million dollars. The 
classification of the various kinds of bonds issued embraces about one 
hundred divisions with some three hundred sub-divisions. Generally 
speaking, there are two main classes of surety bonds; in one, the surety 
guarantees the fidelity of a person; in the other, it guarantees that 
the person will perform a certain contract, or will pay a certain amount, 
and so on. The latter is by far the larger and more important class. 
A fact that will astonish most people is that suretyship is not insurance. 
In the author’s words (p. 5) 

“In the case of ordinary insurance the underwriter as a matter 
of course takes all the risk, while in the case of suretyship, pure 
and simple, the bonding company takes, theoretically, no risk whatever.” 

This sounds like a paradox, but the explanation is that what the bond- 

ing company does is to provide the credit that somebody wants, but 
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the company itself must be properly secured against loss by the prin- 
cipal in the case. This broad statement is, of course, limited in its 
application to fidelity bonds, which are therefore said to be “written 
on an insurance basis”; i.e., the bonding company is not usually secured 
by the principal and must therefore set aside something from the 
premiums as a fund with which to meet losses. 

There is not much in the book of especial interest to accountants 
beyond the general information on the subject of surety bonds. That 
surety companies place much importance on good accounting methods 
and periodical audits is already well known in the profession. Indi- 
rectly Mr. Lunt calls attention to a point worth watching for in 
audits. Where an auditor discovers surety bonds in favor of his 
client, it is well to inquire if the client has been obliged to put up 
collateral or assume any responsibility as indemnitor under these 
bonds. 

Of course, we accountants will take exception to the author’s 
approval of auditing by the surety companies themselves, which he 
says (p. 43) “marks a real and scientific advance in the conduct of the 
business, and the movement ought to grow.” 

Aside from selfish views, it is fair to point out (1) that an 
audit by an interested party can never be impartial, (2) that an audit 
by the surety company is likely to be limited to the interests of that 
company, and the client relying upon it might come to grief in think- 
ing that his whole business has been covered, and (3) that there is 
the important element of secrecy to be considered. A certified public 
accountant is bound by the ethics of a profession to maintain strict 
silence as to his client’s affairs. 

W. H. Lawron. 
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Correspondence 
“Why Should We Have a New Federal Tax Law?” 


Editor, The Journal of Accountancy: 


Sir: Mr. Montgomery’s article “Why Should We Have a New 
Federal Tax Law?” which appeared in your November issue is a de- 
parture from the ordinary run of your articles. 

While there is much truth in what Mr. Montgomery says concerning 
the incompetence and insincerity of many of our lawmakers, still on the 
whole the article relates to fundamental questions of wide scope which 
are controversial to say the least. 

The trend of life in these days is and is going to remain that of a 
great leveling process; a movement to reduce the great inequalities in the 
matter of incomes and consequent influence, in all walks of life. The 
existence of income tax laws in Great Britain and the United States, tax- 
ing income as high as 80% and 67% respectively are indications of this 
tendency. Of course these changes evidence themselves first in the appear- 
nace of crude laws; at present we are groping our way. Mr. Montgomery 
contends that “congress has proceeded on the theory that all large profits 
are illegitimate,” and I think congress is partly right. Many people are 
of the opinion that an income of a million dollars by one man and a 
thousand dollars by another is an evil tendency that should be remedied. 
Graduated taxation is the first step towards a scaling down of this in- 
equality. Whether it is properly the function of the government to effect 
this is a question to which some will say “yes” and others “no.” The 
majority has come to the conclusion that “yes” is the answer. 

Then there are many who are contending that huge profits are im- 
moral because the possessor of them can exert undue influence on our 
government in order to facilitate his making even more and maintain a 
despotic grasp on the conduct of industry. What great moral right is 
there for large contributions by business men to campaign funds for the 
purpose of securing “business” legislation? 

Mr. Montgomery is right in asking business men to stop contributing 
to campaign funds; but why not ask them to do so for all time? Con- 
tributions by business men, as such, have an immoral influence in that 
the amount of a man’s contribution is apt to give him more power in the 
affairs of government than his suffrage would warrant him. Rather than 
an evil I think it is a great good that business men cannot hold our law- 
makers to carry out their promises but rather that the lawmaker follows 
public opinion. 

Public opinion at this time is in a Sargasso Sea of doubt and uneasi- 
ness; its mind is not made up. Naturally this timidity is reflected in our 
national legislature by a do-nothing policy. 

“A confiscatory tax law appears to tax the few rich for the benefit 
of the many poor,” says the article. It would seem that the fact that 
there are “few” rich and “many” poor would be an indication of some- 
thing wrong in our economic order and that taxation might do some- 
thing to alleviate the condition. So far as confiscation goes that is not 
a new principle in the art of government. Two of the greatest issues 
this country has had to face, slavery and the liquor question, have been 
answered by a form of confiscation. 

A question is asked in the article “If the representatives are in duty 
bound to legislate for the majority why do they need or accept help 
from the minority?” I can find no answer to this question in the article 
and I wonder if any business man who has made large contributions to 
campaign funds can satisfactorily answer it. It is one of the problems 
of democratic government which has not been solved yet by any con- 
ventional political theorist. 
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“Men of ability, of daring and superior imagination must not be al- 
lowed to accumulate wealth!” says Mr. Montgomery. Neither must men 
of inability, who lack daring in certain respects and who have no fore- 
sight or imagination be allowed to accumulate wealth. 

Tax laws do not discriminate against the wise or unwise. The ability 
to accumulate money is no criterion of character as to daring, or superior 
imagination, nor necessarily even ability. Sometimes it is the force of 
circumstances in the case of any number of wealthily-born men. 

The vague feeling of the many as reflected in the tax law is the grow- 
ing opinion that ability to accumulate huge fortunes should be curtailed 
and the energy which is used in accumulating wealth for selfish purposes 
often to public detriment, should be diverted to public usefulness. While 
it is true that ability and talent and imagination cannot be coerced into 
=— service, high taxes on large incomes do in a measure bring this 
about 

The distribution of earned wealth under our economic order is not 
likely to remain in the same status in the future. Any industry in which 
the unskilled workers receive a certain proportion, the skilled workers 
another proportion, and the managing and capital-furnishing group an- 
other, is an arbitrary arrangement. Public opinion may force one group 
or another to yield at any time, and if the capitalist group, let us say, 
is refractory and disgruntled, the other groups might gradually oust this 
group and substitute for it a codperative ownership. Under such an 
arrangement the legal ownership would be seconda and relatively un- 
important provided the industry were operated by and for the worker and 
the investment kept intact out of profits. 

This letter may seem far afield from the question of the federal in- 
come tax, but if it is not looked at in a broad light by us as accountants 
and citizens we are likely to see only the technical and narrow side of 
the matter and be unable to understand the greater meaning of this par- 
ticular legislation. 

Yours truly, 


New York, N. Y., November 18, 1922. 


Victor G. GoucGH. 
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TEXAS SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS 


At the annual meeting of the Texas Society of Certified Public 
Accountants, the following officers were elected: President, A. H. Cole, 
Dallas; vice-president, T. J. Tapp, Houston; secretary and treasurer, 
C. E. Scales, Fort Worth. These officers, with George Armistead of 
Houston and A. C. Upleger of Waco constitute the board of directors. 

Following the meeting there was formed the Law Enforcement Asso- 
ciation of Certified Public Accountants, whose purpose is to protect and 
maintain the integrity of the certified public accountant certificate. The 
executive committee of this new organization consists of the following: 
George Armistead, chairman, Houston; J. A. Phillips, Houston; T. A. 
Thurston, El] Paso; H. V. Robertson, Amarillo; J. B. Allred, Wichita 
Falls; C. E. Scales, Fort Worth; F. G. Rodgers, San Antonio; A. M. 
Muse, Waco, and J. R. Nelson, Dallas. 


SOCIETY OF LOUISIANA CERTIFIED PUBLIC 
ACCOUNTANTS 


At the annual meeting of the Society of Louisiana Certified Public 
Accountants, the following officers were elected: R. J. LeGardeur, presi- 
dent; Emile Bienvenu, vice-president; Geo. A. Treadwell, secretary; 
C. M. Doiseau, treasurer; A. M. Smith, H. M. Snider and H. J. Miller, 
additional members of the executive board. 





RICHARD L. HARPER 


Richard L. Harper, member of the American Institute of Accountants, 
certified public accountant of Massachusetts, died December 2, 1922. Mr. 
Harper retired from practice at the beginning of 1920. He was ad- 
mitted a member of the American Association of Public Accountants in 
April, 1908, and when the American Institute of Accountants was formed 
his membership was transferred to the new organization. 





Marwick, Mitchell & Co. announce that they have acquired the prac- 
tice of William H. James & Co., Atlanta, and opened a branch office in 
the Atlanta National Bank building, Atlanta, Georgia, under the manage- 
ment of Mr. James. 


William C. Heaton and Frederic Worfolk announce the formation of 
a partnership under the firm name of Heaton & Worfolk, with offices at 
9 East 46th street, New York. 


William F. Robins and Allen B. Schall announce the formation of a 
partnership, practising under the firm name of Robins & Schall, with 
offices at 613 Bearinger building, Saginaw, Michigan. 


F. Gordon Blackstone & Co. announce the removal of their New 
York office to suite 811, Liggett building, 42nd street and Madison avenue, 
New York. silabisisiitiniameiiciains 

Scovell, Wellington & Co. announce that William P. Moonan and 
Frederick J. Knoeppel have been admitted to partnership. 


Lincoln G. Kelly & Co. announce the opening of an office at 718 
Junior Orpheum building, Los Angeles, California. 


George S. Clark announces the opening of an office at 619 Dollar 
Bank building, Youngstown, Ohio. 


M. D. Bachrach announces the opening of offices in the Farmers Bank 
building, Pittsburgh, Pennsylvania. 
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ACCOUNTANTS’ SOCIETIES 
General Accountants Association. CANADIAN CHARTERED ACCOUNTANT, 
November, 1922, p. 252-5. 
Institute of Cost and Works Accountants, Inauguration of North-East 
Coast and District Branch; Report. Cost AccouNTANT, November, 


1922, p. 178-91. 
ACCOUNTING 


Encyclopaedias, dictionaries, etc. 
Bienvenue, Emile. Accounting and Business Dictionary; an Encyclo- 
pedia of Accounting, Financial, Commercial Law and General Busi- 
ness Terms. New Orleans, Poynton Press Company, 1922. 314 p. 


AUDITING AND AUDITORS 


Richardson, F. W. Check List Method of Auditing and Bookkeeping. 
Ed New York, F. W. Richardson, 1922. 64p. 


AUTOMOBILE INDUSTRY 
Cost Accounting 
Perry-Keene, L. Cost Control in the Motor-Car and Allied Industries; 
pt. 3. Cost AccounTANT, November, 1922, p. 170-4. 


BAKERIES 
Cost Accounting 
King, Howard L. Keeping Cost Records in the Modern Bakery; a 
Daily Check on Production and Sales. INDUSTRIAL MANAGEMENT, 


December, 1922, p. 336-40. > 
Bennett, E. James. Sete Points for Consideration in Connection with a 


Customer's Balance Sheet. AccouNTANT, November, 11, 1922, p. 


681-7. 
BRANCHES 
Accounting 
Seaman, A. M. Branch Accounts. ACCOUNTING, COMMERCE AND INsUR- 
ANCE, September, 1922, p. 159-66. 


BUDGETS 
Business 
McKinsey, James O. Budgetary Control. New York, The Ronald Press 


Company, 1922. 474p. : 
Mathewson, Park. Expense control through Budgeting. Industrial 


Management, December, 1922, p. 372-5. 


CELERY 
Beattie, W. Celery Growing. Washington, Government Printing 
Office, 1998- 32p. (United States Department of Agriculture, Farmers’ 


Bulletin No. 1269.) 
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CLOTHING TRADE 
Accounting 


Complete System of Retail Accounting for the progressive clothing 
store: cont. NATIONAL RETAIL CLOTHIER, November 16, December 7, 


1922, p. 75, 94-6, 
COMMERCIAL LAW 


Rogers, Ralph E. and Clyde O. Thompson. Gano’s Commercial Law 
Revised. New York, American Book Company, cl921. 409p. 


CONTRACTS 

United States. Bureau of Budget. Standardization of Government Con- 
tracts, Tentative Contract Forms Consisting of General Instructions 
to Bidders, Invitation for Proposals, Proposal, Contract; submitted by 
the Interdepartmental Board of Contracts and Adjustments for con- 
structive criticism and suggestions. Washington, Government Print- 
ing Office, 1922. 19p. 

CORPORATIONS 
Accounting 


Waddilove, W. W. Company Accounts. ACCOUNTING, COMMERCE AND 
INSURANCE, September, 1922, p. 166-7. 


COST AND FACTORY ACCOUNTING 

Darnell, R. W. Relation of Time Study to Cost Accounting: pt. 2. 
INDUSTRIAL MANAGEMENT, December, 1922, p. 341-5. 

Dicksee, L. R. Costing. ACCOUNTANTS’ JoURNAL, November, 1922, p. 
388-97. 

Elbourne, E. T. Costing As a Branch of Administration. AccouNTANT, 
November 11, 1922, p. 694-5. 

Harrison, G. Charter. Standard Costs Increase Profits. MANUFAC- 
TURERS’ News, December 7, 1922, p. 7-8. 

McGregor, G. F. Address. Cost AcCOUNTANT, November, 1922, p. 186-7. 

Mitchell, Douglas. Address. Cost AccouNTANT, November, 1922, p. 
182-4 


Russell, H. Collecting Cost Information; abstract. Cost ACCOUNTANT, 
November, 1922, p. 202-3. 

Stelling, Robert. Collection of Data for Ascertaining Overhead Expenses. 
Cost AccOUNTANT, November, 1922, p. 192-8. 

Thornton, F. W. Accounting Needs of Technical Men in Executive Posi- 
tions. CHEMICAL AND METALLURGICAL ENGINEERING, November 8, 
1922, p. 925-7. 

Wallace, H. Collecting Cost Information; abstract. Cost ACCOUNTANT, 
November, 1922, p. 201-2. 

DAIRYING 
Statistics 

Pirtle, T. R. Handbook of Dairy Statistics. Washington, Government 
Printing Office, 1922. 72p. (United States Department of Agricul- 
ture, Bureau of Animal Industry.) 


DEPRECIATION, DEPLETION AND OBSOLESCENCE 


Provision for Depreciation in Mercantile Accounts. ACCOUNTANTS’ 
MAGAZINE, November, 1922, p. 541-6. 


DIVIDENDS 


Significance of Stock Dividend Deluge. Trust Companies, November, 
1922, p. 521-2. 
Why the Melon-Cutting? Haskins AND Setts BuLietin, November 15, 


1922, p. 85-6. 
EXAMINATIONS 


American Institute of Accountants. Examinations, November, 1922. 
JournaL or Accountancy, December, 1922, p. 401-16. 
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EXECUTORS AND TRUSTEES 


Brady, John Edson. Management of Decedents’ Estates; cont. BANKING 
LAw JourNAL, September, October, November, 1922, p. 667-74, 686- 


94, 805-12. 
FACTORIES 
Management 


Hiscox, W. J. Factory Administration in Practice; organization and ad- 
ministration from the factory standpoint. London, Sir Isaac Pitman 
and Sons, 1921. 214p. 


FOREIGN EXCHANGE 


Clark, Arch B. Foreign Exchanges. CANADIAN CHARTERED ACCOUNTANT, 
November, 1922, p. 197-211. 

Spence, G. M. Treatment of Fluctuating Exchange in Foreign Mer- 
chant’s Books. INcorPoRATED ACCOUNTANTS’ JOURNAL, December, 


1922, p. 67-71. 
FOUNDRIES 
Cost Accounting 


Luenberg, A. Factory Cost—from Rough Castings to Products. CANA- 
DIAN MACHINERY, November 30, 1922, p. 26-8. 


GAS 
Rates 


Teele, Arthur W. Importance of Accounting in Gas Rate Cases. 
JourNAL OF AccouNTANCYy, December, 1922, p. 417-26. 


GOODWILL 
Leake, P. D. Commercial Goodwill. AccouNTANT, November 11, 1922, 


p. 698-705. 
GROCERY TRADE 
Accounting 
Duncan, C. S. Methods of Paying Salesmen. Jacksonville, Fla., Bureau 


of Business Research, Southern Wholesale Grocers’ Association, 1921. 
26p. (Business Studies Pamphlet No. 2). 


Costs 
Harvard University. Graduate School of Business Administration. 
Bureau of Business Research. Operating Expenses in the Whole- 
sale Grocery Business in 1921. Cambridge, Harvard University Press, 
1922. 39p. (Bulletin No. 30). 


HOTELS 
Accounting 
Wilkins, E. T. Hotel Accounts. AccouNTANT, November 18, 1922, 
p. 739-45. 
ICE CREAM 


Cost Accounting 

Cost Accounting in the Sales Department; experts include study of the 
expenses of distribution. lce CREAM TRADE JouRNAL, November, 
1922, p. 79-81. 

For Better Cost Accounting in the Industry, National Association’s Com- 
mittee Makes Recommendations and Submits Special Depreciation 
Report at Convention. Ice CrEAM TRADE JouRNAL, November, 1922, 
p. 51-2. 

Costs 

McDonald, W. A. What Costs Show Regarding Interurban Delivery. 

Ice CREAM TRADE JoURNAL, November, 1922, p. 57-60. 
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INSTITUTIONS, HOSPITALS, ETC. 
Accounting 
Keeble, W. A. Hospital Board Accounts, ACCOUNTING, COMMERCE AND 
INSURANCE, October, 1922, p. 192-6. 


INVENTORIES 
Faddis, Thomas M. Problems Pertaining to Inventory. Pace STUDENT, 
December, 1922, p. 11-13. 
Kilduff, Frederic W. Standard Inventory Manual. Chicago, The Ac- 
counting Standards Corporation, 1922. 227p. 


INVESTIGATIONS 
Ferguson, W. S. Business Investigations. CANADIAN CHARTERED AC- 
COUNTANT, November, 1922, p. 212-21. 
Paton, W. A. Valuation of Inventories. JouRNAL OF ACCOUNTANCY, 
December, 1922, p. 432-50. 


KNIT GOODS 
Cost Accounting 


Gordon, Stephen R. Cost Finding in Knitting Mills; cont. TEXTILE 
Wor.p, November 18, 1922, p. 2905, 2971. 


LIBRARIES 
Casson, Herbert N. Office Library. AccouNTANTs’ JouRNAL, November, 


Qo [= 
1922, p. 385-7. LUMBER 
Valuation 


Woodward, K. W. Valuation of American Timberlands. New York, 
John Wiley and Sons, 1921. 246p. 


MACHINE SHOPS 
Cost Accounting 


Blake, G. Keeping Track of Costs in the Small Shop. CaNnapiaAn Ma- 
CHINERY, December 7, 1922, p. 34-6. 


MECHANICAL DEVICES 
Slide Rule 
Shireby, R. M. Slide Rule Applied to Commercial Calculation. London, 
Sir Isaac Pitman & Sons, 1922. 66p. 


METAL WORK . 


Cost Accounting 
Parkes, H. E. Cost Accounts for the Metal Industry. London, Sir 
Isaac Pitman & Sons; 1922. 142p. 


MINING AND METALLURGY, COAL 

Coal Commission Mails Cost Questionnaire Today to Operators in Bitu- 
minous Fields. Coat Review, November 29, 1922, p. 3-4. 

United States Bureau of Labor Statistics. Hours and Earnings in Anthra- 
cite and Bituminous Coal Mining, Anthracite—January, 1922, Bitumié- 
nous Winter of 1921-22. Washington, Government Printing Office, 
1922. 63p. (Bulletin No. 316). 


MOTOR BUSES 
Accounting 
Smith, C. J. How One Bus Compuny Keeps Its Accounts; bookkeeping 
methods from time fares are paid until money is deposited in bank, 
fare collection monthly tickets and duplex form of receipt are used. 
Bus TRANSPORTATION, December, 1922, p. 635-8. 
Statistics 
Fifth Avenue Coach Company Has Big Year. Bus TRANSPORTATION, 
December, 1922, p. 672-3. 
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MUNICIPAL 
Accounting 


Local Bodies’ Trading Accounts. ACCOUNTING, COMMERCE AND INSUR- 
ANCE, September, 1922, p. 149-50. 


Finance 
McCall, J. H. Law of Municipal Finance; cont. AccounTANT, September, 
October, November, 1922, p. 266-70, 324-8, 410-13. 


OFFICE BUILDINGS 
Nimmons, George C. Comparative Earnings of Office Buildings 5 to 30 
“a High. ENGINEERING AND CONTRACTING, Noveniber 22, 1922, 
p. 81-2. 
PERIODICALS AND NEWSPAPERS 
Kaikeigaku-Ronso (Journal of Accountancy); compiled by the Kobe 
Society of Accountancy. Tokyo, Japan, Hobunkwan. 


PRICES 
United States. Bureau of Labor Statistics. Wholesale Prices 1890 to 
1920. Washington, Government Printing Office, 1922. 247p. (Bul- 
letin No. 296). 
PUBLIC UTILITIES 
Valuation 
Southworth, Shirley Donald. Some Recent Problems in Public Utility 
Valuation and Regulation, AMERICAN Economic Review, December, 
1922, p. 606-13. 


PUBLICITY 
Publicity for Accountancy. HAsKINs AND SELLS BULLETIN, November, 


15, 1922, p. 84-5. 
RAILROADS 
Accounting 
Owers, John Collins. How to Get at thé Inside of a Railroad Payroll; 


suggesting a method of recapitulation and comparison of costs with 
transportation produced, Rattway AGE, December 9, 1922, p. 1094-6. 


Finance 

Railroad Revenues and Expenses; extract from hearings before the Com- 
mittee on Interstate Commerce, United States Senate, Sixty-Seventh 
Congress, first session, pursuant to Senate Resolution 23 directing 
Committee on Interstate Commerce to hold hearings upon matters 
relating to revenues and expenses of railroads which report to the 
Interstate Commerce Commission, statement of Daniel Willard, 
President, Baltimore and Ohio Railroad Company. Washington, 
Government Printing Office, 1922. 2123p. 


Stores 


Custody and Delivery of Railway Material. Ratmway Review, Decem- 
ber 2, 1922, p. 773-7. 


RESERVES AND SINKING FUNDS 


Burton, J. H. Sinking Funds. AccounTANTs’ JouRNAL, November, 
1922, p. 430-8. 
SELLING 
Taking Bookkeeping Out of the Salesmen’s Day. System, September, 
1922, p. 277, 345-9, 
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SHOE TRADE 
Costs 
Harvard University. Graduate School of Business Administration. 
Bureau of Business Research. Operating Expenses in Retail Shoe 
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